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Abstract: The convergence of price levels is one of the important aspects of a real convergence and is often viewed as a
criterion for the evaluation of preparedness. The convergence process of comparative price levels can run either through
the exchange rate channel and/or that of nominal prices. The paper is focused on the assessment of comparative price levels
and the rate of their convergence in the enlarged European Union within the period of 1999-2003. With the exception of
Cyprus, the price levels in the new EU member countries were significantly lower. The greatest differences from the price
level of EU countries existed in Poland, Slovakia and Baltic countries. The new member countries differ also in the rate of
convergence. When combining their initial position and the rate of convergence, it can be concluded that all countries will
be able to reach 80% of the comparative price level of the European Union till the year 2010. In Poland, the development is
very unfavourable because its price level will reach only 55% provided that there will be no changes in its development.
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Abstrakt: Konvergence cenovych hladin je soucésti redlné konvergence a muze byt chdpdna jako jedno z kritérii pro
posuzovani pripravenosti k dalsi integraci. Konvergence srovnatelnych cenovych hladin mtize probihat prostfednictvim
meénového a cenového kanalu. Prispévek se zabyva posouzenim poméru cenovych hladin zemi Evropské unie a temp jejich
konvergence v obdobi let 1999 az 2003. Nové ¢lenské zemé Evropské unie maji s vyjimkou Kypru podstatné nizsi cenové
hladiny. Nejvétsi rozdily Ize identifikovat u Polska, Slovenska a Pobaltskych zemi. Zcela jinych vysledk dosahuji tyto zemé
v dynamice konvergence. Pokud hodnotime miru a tempo konvergence, jsou vsechny zemé schopny dosahnout 80% tirovné
EU cen v roce 2010. Jednoznac¢né nepfiznivé se vyviji situace u Polska, které pri zachovani soucasnych trendt dosdhne

v roce 2010 jen 55% cenové hladiny stattt Evropské unie.
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The post-war economic integration in Europe, which
has continued for several decades, reflects in the ris-
ing homogeneity of participating countries and their
economies. The establishment of the Single European
Market in 1993 and the introduction of the common
currency in several countries gave a new impetus to
continue and accelerate the convergence processes.
A real convergence of European economies naturally
involves also the convergence of price levels. The
cross-country differences in consumer prices are not
diminishing only due to the integration processes. The
decrease in differences is also supported by a rising

openness of the individual national economies and by
the growth in mutual trade exchange. The last EU-en-
largement in 2004 resulted in a significant rise in price
level differences across the whole European Union. It
seems to be obvious that the new member-countries
with substantially lower price levels will converge faster
than the old ones. However, it cannot be expected that
all these differences will disappear due to the fact that
there are many non-tradable goods in all markets. Their
prices remain unequal in spite of the fact that they are
getting closer due to the convergence of wages, costs,
taxes, etc (European Communities 2003).
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The economic theory argues that according to the
Law of One Price and some related rules, the prices
of all traded commodities have to be the same among
the freely trading countries. This law assumes that
the trade is perfectly free and without any additional
trading costs. The processes of trade liberalisation
result in the European Union in this situation and,
therefore, support this process of price equalisation.
On the other hand, however, there are factors that
prevent reaching this condition of free trade in the
full extent. Increased transportation and transac-
tion costs due to differences in language, attitudes,
culture, etc. shall remain in spite of the fact that the
EU countries will be able to succeed in the process
of harmonization of taxes, technical requirements,
institutional framework, and removal of all trade
and non-trade barriers and/or reduction of powers
of the local monopolies.

The prices of non-traded commodities will also
converge. Accepting the Balassa-Samuelson hypoth-
esis (1964), the convergence of price levels of traded
commodities brings about the convergence of all
prices. Assuming the equalisation of prices of traded
commodities, the productivities and the wages have
to be equal in these industry branches across the
countries. The adapted wages force the wages and
consequently productivities in all industries to the
same level, including industries producing the non-
traded commodities. Therefore, the convergence in
wages supports the convergence in prices of non-
traded goods (Lafrance 1999). This hypothesis is often
criticised because it explains the convergence only on
the base of wages ceteris paribus, i.e. abstracting from
other factors of production and national particulari-
ties. Besides, it requires a direct relation between the
wage rate on the one hand and factors of productivity,
wage flexibility, etc. on the other (see also for example
Riviera-Batiz, Oliva 2003). Theoretically (and on the
base of results of empiric research), the convergence
in prices of non-negotiable goods is slower and, as
a result, higher permanent deviations remain (Bett
and Devereux 1996; Engel 1993).

The need of equalisation of price levels is directly
contradictory with the nominal convergence. In ge-
neral, there are two possible ways of convergence in
comparative price levels. Let us focus on economies
with a lower price level as they are represented by
the new EU-members. These economies are typi-
cally smaller and they are characterised by a greater
distance from the common price level. This common
price level is constituted mainly by the large coun-
tries that have converged, moreover, in the earlier
development. For the sake of simplicity, it can be
assumed that the new EU-members will approach the
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level of these countries and not vice versa (Cechetti
1999; Sevela 2004).

Firstly, the gap in price levels can be diminished
by the rise in prices in less developed economies
(i.e. with lower prices). Within the framework of this
process of price levels equalisation, countries with
significantly lower price levels must show considerably
higher rates of inflation than the others. This means
that they cannot meet the inflation requirement of
the Maastricht Treaty, which settled the maximum
allowed differences above the average of inflation
rates of the three best European countries.

Secondly, the price level convergence can run
through the exchange rate channel. The appreciation
of national currencies resulted in a comparative price
level expressed in the Purchasing Power Standard.
The nominal appreciation influences all prices within
each national economy to the same extent while the
former channel is the selective one, i.e. the prices
can rise differently for particular commodities. Let
us assume that the dissimilar rates of convergence
between negotiable and non-negotiable commodi-
ties have already equalised the prices of negotiable
goods, while the prices of non-negotiable ones are
still different. Under these conditions, the nominal
appreciation will finally lead to a rise in prices of only
non-negotiable commodities because the real prices
of negotiable commodities are already fixed at the
common level in accordance with the Law of One
Price. Expressed in national currencies, the nomi-
nal prices of negotiable commodities will decrease
due to exchange rate appreciation. Combining both
channels, the second one could be considered as the
selective one (Kenen 1969; Sinn 2002).

However, the convergence of price levels through
the exchange rate channel is also inconsistent with the
Maastricht criteria. The candidates of the European
Monetary Union are obliged to keep the stability of
their exchange rates within the framework of the
modified European Monetary System and this almost
excludes the significant the appreciation of the na-
tional currency. The real convergence is the natural
result of extending the mutual trade and other rela-
tions. The Maastricht criteria, used as tools of either
hard or soft approach, represent only an artificial
goal that could properly demonstrate the similarity
of economies. or only the endeavour of countries to
adapt their economies.

What is more important? A real or a nominal simi-
larity? The answer to this question is not easy and/or
unambiguous. It seems that these two goals cannot be
reached at once within a few next years. The higher
the differences in inflation rates and in changes in
exchange rates, the faster the convergence of price
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levels. Insisting on the nominal convergence could
result in a slowdown in the real convergence. This
means that the real convergence should be reached
as the first because the preferring of the nominal one
could prolong the real convergence.

The differences in price levels existing among the
individual EU economies are obvious even among
the so-called “core” countries and it can be said that
significantly higher ones can be expected as compared
with the new EU members. If a country enters the
EMU and fixes its exchange rate, it can loose the
exchange rate channel for its price level convergence.
The remaining gap has to be then eliminated by an
appropriate change in domestic prices. Since most
of the catching-up countries have a lower price level,
the convergence is identical with a rise in prices.
Relying only on the growth of domestic prices of
cheaper commodities, the consumers do not experi-
ence the decrease in price of those goods that have
been already price-equalised as had been already
mentioned in case of the convergence through the
exchange rate channel. In the end, the price adaptation
under a fixed exchange rate is therefore more painful
from the consumer’s viewpoint than the adaptation
through the appreciation of the national currency.
From the viewpoint of consumers, the appreciation
of the exchange rate helps to reduce the mark-up of
prices (PricewaterhouseCoopers 2002, 2004).

The paper is focused at an appraisal of differences
in consumer’s prices of the most important groups
of consumer expenditures among the individual EU
countries. Its aim is to assess the status and dynamics
of the price level convergence during last five years.
The results of this price level convergence are dis-
cussed with a special attention to the new EU members
and to the development of their consumption prices
within the period1999-2003. The existence and the
extent of this price convergence are tested using the
sigma convergence measure. The forecast of price
convergence duration is carried on the base of an
assumption that the price convergence will develop
at the same rate as during the last five years.

DATA AND METHODS

All data used in the article were obtained from the
Eurostat databases; all indicators used are available
at the Internet address http://europa.eu.int/comm/
eurostat/newcronos. The relative shares of consumer
expenditures were calculated using their absolute
values published in the form of the breakdown of
final consumption expenditures of households by
consumption purpose (COICOP 2-digit) expressed
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in the form of constant prices of the year 1995. The
consumer’s price indexes were also borrowed from
this database. The price indexes were published as the
comparative price levels and with respect to average
price levels of all 25 EU-members according to the
ESA 95 aggregates. They were defined as the ratios of
Power Purchasing Parities for the private final con-
sumption to appropriate exchange rate (for details,
see the OECD methodology). Changes presented in
Tables. 1 and 2 were computed as simple differences
between the results of years 2003 and 1995. Positive
values correspond to a rise in appropriate variables
during the period under study.

The results of the convergence process were evalu-
ated using the sigma convergence approach. Instead
of variance in the data series, the coefficient of vari-
ation was used in the same sense. The coefficient of
variation enabled to compare the variability of data
series with different means. It was also intended to
profit from the beta convergence measure but it was
concluded that there was no need to use this method.
The sigma convergence approach proved the exist-
ence of convergence for all commodities and for that
reason, the weaker beta convergence indicator has to
prove the convergence, as well. In the last table, it is
demonstrated the expected time to reach the price
level of all 25 EU countries for each expenditure group
and each new EU member separately. It is assumed
that, in the average, the rate of convergence will be
the same as it was in the recent five years. The ap-
propriate time was calculated using the method of
compound interest. The time was expressed in years
and the year 2003 was used as the starting point.

RESULTS AND DISCUSSION

In the European Union, the consumers are differ-
ently sensitive to price levels of the individual com-
modity groups. Each type of consumer expenditures
plays a different role in the consumption basket as
well as the relation of its price level to the overall
comparative price level of the final consumption of
households. The shares of each expenditure in the
total expenditures of households are illustrated in
Table 1, which presents their relative shares in the year
2003 together with absolute changes in these shares
for the twenty five EU members and also separately
for the former and the new EU countries. All shares
were calculated as weighted means of the national
shares. Individual weights are proportional to the
population of each member state.

In Table 1, two kinds of information are presented.
Firstly, it is possible to identify the most significant

199



groups of commodities in consumer’s expenditures
those price levels influence the total price level in
the greatest extent. These are expenditures on food
and housing followed by spending on transport and
recreation. Focusing on these types of expenditures
and their price level, we can explain the overall dif-
ferences in consumption levels. It is of interest that
the share of expenditures for food is almost twice as
high in the new EU-members as in the old ones.

Secondly, the dynamics of shares change the weights
of each commodity group in consumer’s expenditures
and thus their influence onto aggregate price level.
Since the shares of all groups of consumption expendi-
tures were almost unchanged in the European fifteen
(with the exception of expenditures for housing, trans-
portation and communication), it cannot be expected
that the structural change caused significant changes
in the total price level. On the other hand, however,
there were some significant changes in new member
states. Expenditures for food decreased by 4% while
those for transport and communication increased
by circa 2.5%. These changes were significant and
are reflected in the composition of consumer basket
used for the calculation of price levels. In general,
the price levels of transport and communication were
more similar than expenditures for food. This means
that it can be supposed that in the new member
countries, the aforementioned structural changes in
consumption could influence the total price levels
much more near than in old EU countries. Changes
in consumption expenditures of the analysed coun-
tries and their convergence were discussed in detail
in our earlier paper (Sevela 2004).

The total comparative price level and price levels
of consumption expenditures in two-digit break-
down are presented in Table 2. The price levels are
expressed in relation to price levels of all twenty five

EU economies for each commodity group and the
current year. In this table, absolute changes in this
index within the period 1999-2003 are presented
below each comparative price level index of the year
2003. In the last column, exchange rates and mainly
their absolute changes during the last five years ex-
pressed as the number of national currency units per
one Euro are presented. The comparative price levels
for individual groups of countries were calculated
using the weighted means. This means that in ten
new member countries, the comparative price levels
of were highly influenced by results of Poland, while
the Cyprus and Malta played a minor role.

The indices for the fifteen EU members are above
one hundred indicating that prices are higher in
these economies in comparison with the enlarged
European Union. The deviations have to be small due
to the substantive weight of these countries in the
enlarged European Union. When studying these dif-
ferences, it is possible to identify commodity groups
with the smallest deviations in price levels. These
represent commodities whose prices converge eas-
ily in the international environment. This ability is
usually explained by easy international tradability of
commodities. The clothing and communication are
typical representatives of such commodities. On the
contrary, the greatest deviations were found out in
education and housing expenditures, i.e. those that
are typically non-negotiable. Alcohol expenditures
showed a similar deviation but in this case the rea-
son was obviously a significantly higher taxation of
alcohol drinks in the fifteen old EU countries. The
dynamics of comparative prices was very low; the
absolute changes are below one per cent during the
last five years except for health care.

In new member-countries, the comparative price
levels are considerably lower (i.e. nearly by 50%) than

Table 1. Shares of consumption expenditures in 1999-2003 (per cent)
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EU-25 2003 13.5 3.2 7.0 18.6 6.8 3.5 13.0 3.7 10.1 0.8 8.5
change -0.7 -0.3 -0.2 -1.1 -0.2 0.2 -0.9 0.9 0.4 -0.2 -0.3

EU-15 2003 13.0 3.1 7.0 18.7 6.8 3.5 13.0 3.7 10.1 0.8 8.5
change -0.5 -0.2 -0.2 -1.2 -0.3 0.2 -1.0 0.8 0.3 -0.2 -0.4

ACC-10 2003 22.8 5.9 6.5 16.1 6.7 2.9 11.9 3.8 9.0 0.4 7.9
change -4.0 -0.6 -0.5 -0.5 1.0 1.0 2.5 2.4 1.7 0.3 2.7

Source: Eurostat, author’s computations
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the EU average. The differences among comparative
price levels of the individual commodity groups are
also greater. As expected, the lowest differences ex-
ist among the best negotiable commodities (clothing
and communication) while much higher ones are
characteristic for housing, health care and education.
Similar results were obtained also when evaluating
the adaptation dynamics. In case of clothing and com-
munication, the convergence rate was the fastest.
As far as individual countries were concerned, the
obtained results copied the development of all acced-
ing countries in average with smaller or higher differ-
ences according to national specifics mainly in price

regulation, state enterprise or other type of monopoly.
Again, the best negotiable commodities demonstrated
the highest rate of convergence. The greatest differ-
ences remained above all in housing, health care and
education expenditures and the services, as a rule, were
difficult to trade in the international markets. While
the shares of health care and education expenditures
in the total consumption were very small, the housing
expenditures played an important constitutive role
in total price level.

The convergence process on the level of comparative
prices can run in two different ways, viz. that, which
is identical with changes in nominal prices and that

Table 2. Comparative price level indices and exchange rates in 1999-2003

E 25 = g s £ @
¢ T & % £ §E 3 £ EF § 2 § 4%
£ & < © £ £ £ & O & & « 4
EU-15 2003 104.4 1054 106.8 100.7 108.8 102.2 106.3 102.0 100.3 103.1 112.6 102.0
change -0.3 -05 01 -1.0 -0.4 02 -1.9 00 -06 -04 -09 -0.1
ACC-10 2003 52.0 59.0 601 837 39.0 629 396 666 103.5 599 329 581
change 5.1 3.6 0.4 169 5.4 1.6 8.2 4.7 13.4 6.8 6.3 3.2
Cyprus 2003 91.8 102 126.1 103.3 74.1 959 1009 91.6 53.8 99.1 99.8 1154 0.5841
change 8.5 49 26.8 1.8 261 -1.9 6.1 56 -19.2 -15 7.2 20.3 0.0052
gg;ﬁghc 2003 534 603 622 1027 40.8 658 40.1 655 852 54.7 34.6 489 31.846
change 9.2 7.0 124 34.4 9.2 -1.0 10.1 8.1 22.0 9.3 8.6 5.6 -5.038
Estonia 2003 570 668 61.0 926 523 692 417 645 817 64.6 27.5 723 15.647
change 50 -43 -23 189 5.7 26 11.5 3.1 9.7 6.2 4.8 13.1  0.000
Hungary 2003 559 642 617 844 40.1 63.1 409 780 876 60.7 381 564 253.62
change 10.7 8.2 154 24.7 72 =02 139 99 121 133 141 107 0.85
Latvia 2003 48.5 61.7 545 837 393 64.1 315 60.5 1057 54.8 244 61.8 0.6407
change 3.8 -1.8 -40 179 106 -39 63 -39 -63 4.4 52 -3.6 0.0151
Lithuania 2003 48.2 57.7 56.8 87.7 330 644 305 658 1444 550 219 633 3.2700
change 6.9 1.6 -19 220 6.3 3.6 5.4 8.2 62.0 8.0 2.3  19.2 -1.1400
Malta 2003 67.8 84.0 106.2 91.6 428 852 60.7 739 126 81.7 604 753 04261
change 2.1 0.9 6.8 143 -2.1 1.5 22 -1.1 8.1 5.5 4.8 2.4 0.0003
Poland 2003 494 542 578 769 364 604 384 638 1132 609 30.3 60.9 4.9600
change 2.2 2.3 -8.6 9.2 2.1 2.5 6.9 1.9 6.6 5.1 45 -0.3 0.2200
Slovenia 2003 75.0 905 672 939 719 70.7 679 809 634 859 729 69.7 233.85
change 1.7 -3.6 1.4 5.9 1.6 1.3 4.3 7.9 9.0 0.1 3.6 1.2 39.38
Slovakia 2003 48.1 59.0 585 829 352 629 337 620 977 484 241 37.6 41.489
change 7.5 58 12.7 253 134 4.4 5.6 8.7 325 5.6 22 =21 -2.634
Source: Author’s computation based on DSI data sets
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of exchange rates. In case of lower price levels, the
appreciation of national currencies can support the
rate of the convergence process. The importance of
the exchange rate is illustrated in the last column of
Table 2. The significant appreciations took place only
in the Czech Republic, Lithuania and Slovakia. This
means that only in these countries both channels of
convergence of comparative price levels were used. On
the other hand, however, the depreciation of national
currency, which took place within the last five years
in Slovenia, had a contra-productive effect.

The aggregated data describing the situation and the
dynamics of price level convergence are presented in
Table 3. The applied indicator of similarity measure
(the sigma-convergence approach) was based on the
variation of individual measures. A direct comparison
of variability can lead to spurious conclusions because
the absolute values of variables are significantly dif-
ferent among the individual groups of countries. Due
to this fact, the coefficients of variation were used
instead of simple variations to analyse these differ-
ences. The values of variation coefficients for years
1999 and 2003 are presented in Table 3.

These data indicate that there are two different
groups of countries in the European Union. These
two groups have more homogenous prices than the
European Union as a whole. The coefficients of va-
riation for fifteen “old” and ten new EU members
separately are lower than those for all twenty five
EU members together. With the exception of educa-
tion, housing and alcohol expenses, the price levels
in fifteen old EU members are very similar and the
corresponding coefficients of variation ranged about
15% or less in 2003. The calculated coefficients of
variation proved again that the highest convergence
was typical for easily negotiable commodities, i.e. for

Table 3. Coefficients of variation in price level indices

clothing, communication and household furnishing
expenditures.

The group of new EU members was more hetero-
geneous. The highest variability was found out in
prices of those commodities, the prices of which were
significantly influenced by governmental interven-
tions (i.e. expenses for education, health care, housing
and alcohol). On the other hand, the tradability in
the international markets makes prices of clothing
almost indifferent.

Developmental trends in convergence of prices
were not explicit even in the old fifteen EU countries.
During the last five years, divergent trends appeared
in prices of food, housing and transportation. In case
of communication prices, it is possible to identify a
highly positive impact of price liberalisation on the
price levelling. In the group of new member countries
convergent trends also prevail and are even stronger.
A significant divergence occurred in prices of alcohol
and communications and can be ascribed attributed
partly to differences in governmental interventions
into these branches and partly to reforms already
implemented in some of these countries.

Although the results of new EU members as a whole
are satisfactory, essential differences can be found
when evaluating the individual countries. In 2003,
their comparative price levels and, above all, the
rate of convergence rise questions concerning the
problem of reaching a reasonable price level within an
adequate time horizon, i.e. preferably before joining
the European Monetary Union. The projections of
time intervals (years) required to reach the European
price level are presented in Table 4. For the year 2003,
the comparative price levels and the rate of conver-
gence within the last five years were used to calculate
the expected time intervals durations by means of a

3 £ g = g g
~ \ -
3 3 - p 2 2§ % =
[} o] < = %) o = 7] B 5] 8
1] [=} = = =} = =] £w ]
= 8 = 2 o 5 3 s g5 o —3
A~ e < 9] an v an = (OR= ~ 3
EU-25 1999 34.6 26.9 39.7 20.2 51.9 22.8 48.3 26.4 29.8 30.8 53.9
2003 31.0 26.5 38.5 10.5 47.6 22.3 42.1 24.7 19.3 27.1 50.0
EU-15 1999 14.5 11.4 30.0 10.0 24.8 12.4 19.1 14.6 25.6 12.5 20.3
2003 14.0 13.4 30.2 8.0 26.3 11.1 18.1 15.7 10.7 12.7 20.3
ACC-10 1999 26.4 24.5 28.2 17.6 35.0 17.0 53.5 14.3 25.6 30.7 64.7
2003 23.1 22.0 32.5 9.0 30.3 15.5 43.0 13.6 27.3 23.6 56.7

Source: Author’s computation based on the Eurostat data sets
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Table 4. Projected duration of reaching the EU price level (years)
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Cyprus 4.4 -2.0 -4.9 -9.2 3.5 -10.7 -0.7 7.0 -10.2 -3.0 0.1 -3.7
Czech
R . 16.6 20.5 10.7 -0.3 17.5 -138.7 15.7 16.0 2.7 16.2 18.6 29.4

epublic

Estonia 30.6 -32.3 -66.8 1.7 28.1 48.1 13.6 44.5 8.0 21.7 33.7 8.1
Hungary 13.7 16.2 8.4 2.4 23.1 -727.5 10.8 9.2 4.5 10.1 10.4 13.6
Latvia 44.3 -84.0 -42.8 3.7 149 -37.6 259 -40.2 4.8 35.9 294  -425
Lithuania 23.6 97.8 -86.0 2.3 26.2 38.2 30.5 15.7 -3.3 19.0 68.4 6.3
Malta 61.8 80.9 -4.5 2.6 -88.6 45.1 67.6 -1024 -174 14.5 30.4 43.8
Poland 77 .4 70.6 -19.8 10.3 85.0 59.6 24.2 74.3 -10.3 28.4 37.1 -504.6
Slovenia 62.7 -12.8 94.4 4.8 73.3 93.4 29.6 10.3 149 652.4 31.2 103.9
Slovakia 21.6 25.5 11.0 2.6 10.9 32.0 29.9 15.8 0.3 29.5 74.3 -90.0

Source: Author’s computation based on the Eurostat data sets

procedure, which were similar to the computation of
compound interests. In Table 4, the positive values
represent the number of years that are needed for
the adaptation to the starting EU price level of the
year 2003. The negative figures indicate the rate of
divergence rate.

It is definitely not necessary that the prices in the
EU countries would completely converge but the
smaller differences could be certainly positive. The
results of Cyprus (Tabs 2 and 4) indicate that the
price convergence has been already finished. The
Czech Republic, Hungary, Slovakia and Lithuania
will probably approach the EU price level within
the time horizon of one or two decades. In 2003,
their comparative price levels ranged from 48% to
55%. Should this rate of convergence continue, they
can reach about 80% of this level in 2010 when the
enlargement of the European Monetary Union is
preliminary planned to take place.

Poland, Slovenia and Malta show the slowest rates of
convergence. The comparative price levels in Slovenia
and Malta are already about 70% of the EU prices, so
that in spite of this slower rate of convergence these
new member countries will also approach to the 80%
price level in 2010. Quite different is the position of
and the development in Poland. In 2003, the Polish
comparative price level reached the level of nearly
50%, so that it can be expected that if the rate of
convergence the Polish price levels will remain un-
changed, this country will be at the level lower than
55% in the year 2010. As compared to other candidates
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of the European Monetary Union, this result seems
to be inadequate. The Polish price levels are the
worst result nearly in all categories of consumption
expenditures; of them, the food and housing prices
are the most important due to their greatest impact
on the level of the aggregate prices.

CONCLUSION

The analysis of price levels of consumer expendi-
tures showed that the adaptation process toward the
high level of mutual convergence has to continue for
at least two decades in 21% century. The converging
trend is unambiguous in the case of the new EU
members, while the analysis of the core EU countries
resulted in presence of divergent signs for the food
and housing expenditures. The new EU member
countries converge from significantly different ini-
tial positions not only in shares of expenditures but
also in comparative price levels. In these countries,
the convergence process is running simultaneously
through more channels. The exchange rate channel is
used in a greater extent only by the Czech Republic,
Lithuania and Slovakia. These countries also proved
the highest speed of the price level convergence. The
other countries rely mainly on changes in domestic
prices, i.e. the inflation channel.

We can conclude that from the viewpoint of price
convergence, all new EU members are capable to
reach the price levels approximating to the average
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price level of other countries of the European Union
during the first decade of 215 century except Poland.
The results of Polish economy indicate that without
any essential change in the rate of price convergence,
it will not be possible to succeed in closing this price
gap. The Polish economy is the biggest one and,
therefore, also the most important among the new
EU members. In spite of this, however, it seems that
it is also the worst prepared one as far as the level of
consumption prices is concerned. We can only hope
that the low grade of Polish readiness in this partial
aspect — price level convergence — does not threaten
the stability and dynamics of the whole region.
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