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The study deals with the analysis of coherences in the indicators’ development such as eco-
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dom, economic sentiment and GDP.
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Esa IBanoBa, Cepriii BoiiToBuu
MAKPOEKOHOMIYHUN AHAJII3 THANKATOPIB
EKOHOMIYHOI CBOBOIU, EKOHOMIYHUX HACTPOIB
TA BBII: HA ITPUKJIAJII CJIOBAYYNHU

Y cmammi npoeedeno ananiz cniénadino y ounamiui po3gumky 6 uaci iHOUKamopie exono-
Miunoi c6o600u, exonomiunux nacmpoie ma BBII Caoéauuunu. 3a donomozoro anaaizy wacoeux
PA0I6 6CIMAHOBACHO 83AEMO36 30K MidC 00CAIONCEHUMU MPbOMA IHOUKAMOPAMU EKOHOMIMHO20
PO3GUMIKY.

Karouosi caoea: maxpoekoHomivHULl ananiz; 4acosi psou; eKoHOMiuHa c60000a; eKOHOMIUHI
Hacmpoi; BBII.
Dopm. 1. Puc. 4. Taba. 5. Jlim. 16.

OBa HBanosa, Cepreii BoiitoBunu
MAKPODKOHOMMUWYECKNN AHAJIN3 NTHINKATOPOB
DKOHOMMUNYECKOU CBOBOAbl, DKOHOMMNYECKHNX

HACTPOEHMUWMU U BBII: HA ITIPUMEPE CJIOBAKUUN
B cmamoe nposedén anaaus cosnadenuii OuHamuKu pazeumus 60 épemeHu UHOUKAMOPOG
IKOHOMUUECKOli c80600bt, IKoHOMuyeckux nacmpoenuti u BBII Caosaxuu. Ilpu nomowsu anaau-
3a 8PEMEHHbBIX P1006 0003HAMEHA B3AUMOCEAZL MENCOY UCCACOYeMbIMU MPeMs UHOUKAMOopamu
IKOHOMUHMECKO020 PA3GUNIUSL.
Karouesvie caosa: maxposKoHOMu1eckuii aHaius; epemennvle psaodvl;, IKOHOMUHecKas c60600a;
aKoHoMuYecKue Hacmpoenus; BBII.

Introduction. Economic growth is one of general indicators for evaluation and
comparison of countries’ economic performance and it is the source of economic
prosperity and living standards growth. Gross domestic product is as an essential indi-
cator of economic growth. For decades of the dominating GDP indicator there has
been developing research on its criticism (Stighlitz et al., 2010), as well as the con-
struction of alternative (additional) indicators that would objectively reflect the aggre-
gate economic and social system performance. To economic product other objective
partial indicators are added in the field of education, health, environment, and also
perceived happiness or satisfaction as the alternative indicators.

Because of that reason it is adequate to understand the concept of economic per-
formance from a wider aspect, anyway the gross domestic product indicator is used to
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assess state performance in combination with other performance and social progress
alternative indicators. Human development index, global competitiveness index,
prosperity index, the index of economic freedom, the index of economic sentiment
and others are classified among them.

The issue of economic performance based on GDP became popular in the se-
cond half of the last century, when the theories of economic growth have been accept-
ed. The authors solved the issues related to economic growth in terms of qualitative
changes in sources such as innovation (Schumpeter, 1934), technological progress
(Kuznets, 1973), the importance of human capital (Lucas, 1988). More intensive
economic growth started to be examined in the 1940’s of when Keynesian growth
models were introduced. These models assume capital accumulation, while not tak-
ing into account the effect of technological progress. Growing demand, particularly
its component investment, is taken as stimulus for growth. Despite the fact that
experts recently have been discussing the objectivity of GDP indicator to express eco-
nomic performance of a particular country, it still remains the primary indicator to
express economic prosperity of a country, but also serves for international compar-
isons of countries’ competitiveness (Kordos, 2012).

The aim of our study is to contribute to the professional discussion in the way
that on the basis of GDP indicator time series macroeconomic analysis and its com-
parison with alternative indicators development such as the Index of economic free-
dom and Economic sentiment indicator we will be assessing the links in the develop-
ment.

Gross domestic product as the leading indicator of economic growth. In general,
we can state that country’s performance depends on the effectiveness of cooperation
within 4 macroeconomic sectors, including households, firms, government sector
and abroad. Those sectors are involved in country’s product creation and affect both
the performance of a particular state as well as its economic growth. The overall
results of a particular economy can be quantified by means of parameters that glo-
bally and comprehensively characterize the status and the development of an econo-
my as a whole or its certain part. Professional literature mentions several macroeco-
nomic variables, despite the criticism; most authors agree that gross domestic prod-
uct is the fundamental macroeconomic indicator.

Despite many criticisms having been led against the GDP for several decades,
from the macroeconomic perspective it is precisely this indicator being presented as
the basic one to express economic performance of a particular state. Gross domestic
product best represents the performance of an economy based on the outcome of pro-
duction factors located on its national territory (Masarova, 2014). The primary objec-
tive of each state is to ensure high living standards and quality of life for population.
The basic factor that affects the living standards growth is GDP creation or GDP
growth.

From the long-term point of view each economy usually shows a growth trend.
Oscillations are occurring around this trend way be negligible in the long term. The
difference between long-term growth trend and short-term fluctuations responds to
distinguishing the potential and actual product (Belas et al., 2014). Potential output
is the highest possible level of a real output, which can be achieved at a stable price
level and the natural rate of unemployment. The problem is that statistics cannot
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measure potential output. It can be estimated, but GDP long-term time series (for
several decades) needs to be monitored and evaluated. Short-term GDP fluctuations
are affected by changes in final consumptions of household and government con-
sumption, gross fixed capital formation and net exports. The extent to which indivi-
dual factors can influence GDP development depends on the size of their share in
GDP creation. In the long run these ratios do not change significantly.

Long-term economic growth is the result of both the involvement of a greater
number of inputs, e.g. production factors accumulation and also more efficient use of
the existing inputs, like increasing production factor productivity. Unless economic
growth is achieved through the expansion of production factors, we talk about the so-
called extensive growth. If it is the result of improved or better utilization of produc-
tion factors, we talk about the so-called intensive growth. In reality there is a combi-
nation and overlapping between various factors of economic growth, of both exten-
sive as intense characters (Hostak, 2013).

Labor and capital are the main sources for the growth of a potential output, so
they allow long-term economic growth. There is a growth accounting to determine
particular production factors contributions to long-term growth. It allows distribut-
ing the growth production on the growth of labor and capital, technological change,
also called the total factors productivity (TFP). Thanks to growth accounting we can
find out whether long-term economic growth in a particular country is a result of
inputs’ accumulation or it is resulting from their more efficient usage (Vojtovic et al.,
2014).

GDP growth is an important indicator of a successfully working economy; the
basis for its finding is real gross domestic product, i.e. GDP expressed in constant
prices of the initial year. For international comparison, due to the objectivity of vari-
ous big economies comparison, GDP per capita in USD, EUR, PKS is being used.
In Table 1 and Figure 1 we can see GDP per capita development in current prices and
GDP growth in Slovakia.

Table 1. GDP per capita development in current prices and GDP growth
in Slovakia, authors’ elaboration based on the Slovak Statistical Office data
2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
GDP per capita,

ths EUR 8.58 [ 9.36 [1042|11.65|12.61|11.78|12.38 |13.00|13.58|13.60 | 13.88
GDP growth, % | 5.25 | 6.52 | 8.27 |10.67| 545 |-5.29| 4.82 | 2.71 | 1.61 | 1.43 | 2.40

In 2012—2013 all European economies have undergone their "imaginary" second
recession bottom; the first substantially deeper one was the year of 2009, as reflected
in the rate of economic growth. The post-crisis Slovak GDP development was found
at the bottom in 2013 with the value of only 1.43%. In 2014 the situation began to
change. Unfavorable development can be observed in Slovak economy at the turn of
2012/2013 when economic growth slowed significantly, but in 2014 it again acceler-
ated and the economic growth rate reached 2.4%.

The economic growth startup been was evoked by changes in the macroeco-
nomic environment such as:

- Much stronger growth in domestic demand, both in consumer and investment
one. The increment share of domestic demand in GDP growth negative in 2012 and
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2013, GDP growth was accompanied by a decrease in domestic demand, but in 2014
GDP growth is pulled by domestic demand.
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Figure 1. GDP per capita development in SR, authors’ elaboration based
on the Slovak Statistical Office data

- Improvement of several indicators of macroeconomic stability; supporting
feature of enhanced economic growth is the improvement of several parameters of
macroeconomic stability (equilibrium). In 2014 there was a drop in the unemploy-
ment rate, decline in inflation (economic recovery incompatibility fears with zero
inflation have not been confirmed, the absence of inflation in Slovak economy
worked upward), the government deficit was kept within tolerable limits, and a posi-
tive balance of goods and services exports and imports (net exports) was achieved.

- Improved development of employment and population income indicators is a
major feature of economic development in 2014. In particular, employment growth
was above expectations. In the post-crisis period, after 2009, employment growth was
only weakly tied with economy performance growth, but in 2014, acceleration in eco-
nomic growth was accompanied by a relatively strong increase in employment (and
thus income), and not only by labor productivity growth.

- Transfer of growth into other economic sectors (as compared to the previous
period). Economic growth was driven by the industries producing goods for interme-
diate consumption or durable consumer goods (and in both cases for the domestic
market mostly). Less favorably developed were the sectors producing capital goods
and non-durable consumer goods (e.g. negative sales development of food produc-
tion). Sales at domestic markets were rising rapidly (this was related to already being
mentioned domestic demand recovery) and sales growth from foreign markets was
decreasing. This shows that the growth was no longer dependent on export growth.
Domestic market and retail (domestic consumption) oriented industrial manufactur-
ers to acquire the most from the economic growth in 2014. The development was less
favorable for export-oriented manufacturers and also for the construction sector.

- In terms of total factor productivity (TFP) in the post-crisis period, capital
maintains its high contribution to GDP growth, while the overall employment effect
on GDP development was relatively low.
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Economic growth in Slovakia is impeded by persistent administrative burden
that strangles business development, by high tax burden extracting funds from pro-
ductive economy and by low (mainly) commercial law enforceability (Haviernikova,
2012). These facts are reflected in the indicators’ development such as: the index of
economic freedom and the economic sentiment indicator. Table 2 and Figure 2 illus-
trate the comparison of GDP growth development in the V4 countries.

12

10 A

VY ;

1
2000 2001 2002 2003 2004 2005 2006 2007 200‘\200 '?010 2011 &?‘2513 2014
A

/

-6

-8

——SR. = = « «CR— — Hungary —&— Poland

Figure 2. Comparison of GDP growth developments in V4 countries,
authors’ elaboration on the IMF data

To give an objective view on the economic growth in V4 we present GDP per
capita in current prices.

Table 2. GDP per capita in current prices in V4 countries,
authors’ elaboration on the IMF data
2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
EU 23,200 | 24,500 | 25,800 | 25,900 | 24,300 | 25,300 | 26,000 | 26,500 | 26,600 | 27,400
CZ 10,700 | 12,100 | 13,400 | 15,400 | 14,100 | 14,900 | 15,600 | 15,300 | 14,900 | 14,700
HU 9,000 | 9,100 | 10,100 | 10,700 | 9,300 | 9,800 | 10,100 | 10,000 | 10,200 | 10,600
PL 6,400 | 7,200 | 8,200 | 9,500 | 8,200 | 9,400 | 9,900 | 10,100 | 10,200 | 10,700
SK 7,300 | 8,400 | 10,400 | 12,200 | 11,800 | 12,400 | 13,000 | 13,400 | 13,600 | 13,900

Index of economic freedom and economic sentiment indicator. The structure of
GDP indicator does not allow us monitor all economic and social aspects of life,
thus, alternative to GDP indicators are emerging. We agree with (Krajnakova and
Vojtovic, 2012) that from the GDP indicator, the essence of which is to measure final
production, one cannot expect that it can measure and assess all other aspects of life.
Regarding more accurate and detailed assessment of society performance and well-
being it is therefore appropriate to use a combination of several indicators that take
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into account other aspects of social functioning. Professional literature suggests alter-
native indicators to measure economic performance, such as: net economic prosper-
ity, true economic development, human development index, index of human suffer-
ing, economic freedom index, prosperity index, global competitiveness index, eco-
nomic sentiment indicator etc.

The object of this study is to find the link between GDP development and the
indicators that reflect some aspects of business environment quality, which acts syn-
ergistically with GDP creation, or express the conditions how economic product is
being generated. Economic freedom index and Economic sentiment indicator are the
indicators of this type.

Economic Freedom Index (EFI) aims to measure the degree of economic free-
dom in relation to the overall performance of an economy. A comparison results of
economic freedom index with others show that prosperity of a country mostly
depends on the degree of economic freedom. As FEA. Hayek Foundation stated eco-
nomic freedom expresses the limit of government influence on economic subjects’
decisions. In an economically free society, individuals have a guaranteed right to carry
out their work and to manage their assets freely, for example, to invest and govern-
ments are supposed to create conditions for this.

Several institutions are engaged in international comparisons of economic free-
dom. Entitled as the Index of Economic Freedom (IEF) it is annually driven up by
the US-based Heritage Foundation. Canadian Fraser Institute complies very similar
ranking of countries in the field of economic freedom as the World Index of
Economic Freedom.

Currently, this indicator assesses the total 179 countries by means of 10 factors.
Index sorts the countries into 5 groups on the scale from 0—100, where 100 represents
the complete economic freedom and 0 — complete lack of it. There are also free,
moderately free and almost not free countries. When reaching 80 to 100 points a
country is considered to be economically free, from 70 to 79.9 — mostly free, 60 to
69.9 — almost free, and 50 to 59.9 — a mostly not free country, 50 points and less — a
country is considered as being oppressed.

This index evaluates 10 wider spheres of economic freedom, each is subdivided
into several separate items. By making the average of all 10 criteria it reaches the final
point score for an economy — ranging from 0 to 100. Economic freedom index com-
pilers are based on the assumption that if institutions are protecting freedom of an
individual, this has positive effect on society’s prosperity growth. These 10 indicators
of freedom are the following ones:

1. Property rights.

2. The rate of corruption.

3. Tax burden.

4. Government spending.

5. Business environment.

6. Labor market.

7. Monetary stability.

8. International trade.

9. Conditions for investment.
10. Financial sector.
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According to the latest results Slovakia achieved economic freedom at the level
of 67.2%, the value higher than the world average (60.4%). After the last year's decline
Slovakia has reached above the average value of the region (67.0%). The total score of
economic freedom value of our country has been improved by 0.8% yearly, that is 7
steps up in the chart. This result still has not erased yet the last year's decline of 15
steps and it still keeps Slovakia below the economic freedom level in the Eastern bloc.
Slovakia’s better position in the ranking is associated with the improvements in such
areas as corruption, business environment and labor market but on the other hand,
worse become the indicators of monetary stability and government spending. Despite
this improvement, the situation in Slovakia is getting worse, since over the last 6 years
Slovakia has dropped by 1.5 points. There are still reserves in such fields as weak law
enforcement and corruption being present especially in healthcare and public pro-
curement. The biggest problem in the judiciary sector is the accumulation of pending
lawsuits. Slovakia is lagging behind the world average in the labor market and govern-
ment spending areas. Table 3 shows the comparison of SR with Hong Kong which is
considered to be the best in the longer period of time in rating (though Hong Kong
and Singapore are rotating).

Table 3. The Index of economic freedom development, Slovakia compared
with Hong Kong, authors’ elaboration based on the Heritage Foundation data
2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Slovakia 69.8 | 69.6 | 70.0 | 694 | 69.7 | 69.5 | 67.0 | 68.7 | 664 | 67.2
Hong Kong 88.6 | 89.9 | 89.7 | 90.0 | 89.7 | 89.7 | 89.9 | 89.3 | 90.1 | 89.6

Regarding economic freedom ranking Slovak Republic has a very fluctuating
development in comparison with other V4 countries, in 2015 SR was surpassed by all
V4 countries, the best values Slovakia reached in 2005—2006 (Table 4). This alterna-
tion of positive and negative phases is influenced by government policy in a particu-
lar parliamentary term (since 2004 the flat tax in Slovakia has been 19%, inheritance
tax and gift tax were abolished).

Table 4. V4 countries ranking in the Economic freedom index,
authors’ elaboration based on the Heritage Foundation data

S|l =|la|la|lxt|vwu|lv|oc|lx|la|lo| —~|a|aon|<
Slo|loco|lolo|lolos|lolo|ld|l=l=|=|=|=
S| S| S| S| S| S| S| | S| S| |lo|lo|lo| o
Q|| |l |Q|la|Q|la|Q|a|la|a|a|a
SR | 108 | 85 | 75 | 77 | 48 | 37 | 29 | 27 | 29 | 36 | 35| 37 | 50 | 42 | 57
CR | 30 | 26 |40 | 36 | 36 | 46 | 40 | 40 | 39 | 36 | 33 | 28 | 29 | 29 | 26

HU | 49 | 51 | 54 | 60 | 58 | 51 | 45 | 46 | 42 | 44 | 51 | 51 | 49 | 48 | 50
PL | 75 | 67 | 51 | 66 | 80 | 70 | 77 | 86 | 76 | 82 | 69 | 68 | 64 | 57 | 50
SR - Slovakia, CR — Czech Republic, HU — Hungary, PL — Poland.

Figure 3 shows positive Economic freedom index development in Slovakia dur-
ing 2004—2011. In 2005—2008 Slovakia reached the best results among the V4 coun-
tries. In 2010 Slovakia was replaced in leadership by Czechia improving its position
each year during the period. In the recent years Czechia reached the highest value in
the Economic freedom index ranking, in 2014 — up to 72.2%. In 2004—2013 Poland
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showed the worst results, but gradual improvement can be seen in the index value —
from 58.1% to 67% in 2014. Hungary reached the highest index value in 2008 —
67.6%. While in 2000 the differences among the 1ES results in V4 countries were quite
big — up to 14.8%, in 2014 they dropped to 5.8%.
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Figure 3. The Economic freedom index development in V4 countries and global
avert age, comparison, authors’ elaboration based on the Heritage Foundation data

Economic sentiment indicator (ESI) is used to express the climate change and
expectations in an economy. This is a composite indicator showing the current status
of participants' expectations in economic environment. It is aggregated by survey
results in industry, construction, retail, services and survey results on consumer opin-
ions regarding current economic situation. The index reflects development in indus-
try, services, retail, construction, and also that of households consumption level. The
economic sentiment indicator is calculated as the weighted average of 5 confidence
sub-indicators by the formula:

IES =axICl+bxBCl+cxRCl+dxSCIl+exCCl, (D

wherein a, b, ¢, d, e are the weights; /C/ is the confidence indicator in industry with
the weight of 40%; BCl is the confidence indicator in construction with the weight of
5%; RCI is the confidence indicator in trade with the weighted of 5%; SCI is the con-
fidence indicator in services with the weight of 30%; CCI is the confidence indicator
in consumption with the weight of 20%.

The calculated values are converted into an index form for the basic period.
Indicator is published as three-month moving average. Indicator’s values can be
found in the databases of European Commission and Slovak Statistical Office. In the
first part of 2015 most components of this summary indicator showed more favorable
development results than in the same period of the previous year. This has been pre-
sented as an increased confidence in economy (particularly significant is the differ-
ence in construction or consumer confidence). It expresses more favorable develop-
ment of expectations in the short term. Consumer confidence is related to the
employment growth in 2014 and 2015, which was reflected in income and consump-
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tion growth, but also in inflation decline. The index reflects the development in
industry, services, retail, construction, and also household consumption. Table 5
shows the value of Economic sentiment indicator in 2015.

Table 5. Economic sentiment indicator, 2015, authors’ elaboration
on the National Bank of Slovakia data

Indicator 2015 (month)

. | 2 3 | 4 [ 5 ] 6 | 78 |09 [10 |11
ESTand its 103.7[102.4|101.6 [ 101.8 | 101.3 | 101.2 | 99.2 | 99.1 | 99.0 | 101.7]100.3
components
A confidence
indicator in 23160 |03]63]00]| 43 ]-07]47]07]| 73|37
industry
in construction |-17.51-19.0|-16.0|-13.0| -9.0 | -80 | -50 | -95 | -3.0| 20 | -1.0
in retail 143 | 157 | 133 | 147 | 157 | 147 | 17.0| 150 | 12.0 | 10.0 | 9.0
in services 110 7.3 7.7 7.7 16.0 | 5.7 20 | 73 | 83 | 133 | 0.7
consumers 73 | 61| 68 | 8.5 |-17.9|-154 |-18.4(-154(-14.8| 9.9 |-11.8
confidence

In November 2015 the Economic sentiment indicator of Slovakia has shown
corrections in excessive optimism from the previous month by 7.2 points up to 96.6.
The confidence dropped in all indicator components. The sharpest fall was recorded
in the services sector especially because of entreprencurs’ dissatisfaction with the
demand development in services.

As compared to the average in the entire third quarter the average value of this
indicator in two months of the last quarter is above the long-term average. Despite the
November sentiment correction Slovak economy growth rate would not has slowed
down at the end of the year. Employers’ plans regarding recruitment have changed in
all the sectors, except services. The economic sentiment indicator in longer time
series is shown in Figure 4.
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Figure 4. Economic sentiment indicator (Slovak Statistical Office)

In Figure 4 we can observe the fluctuating IES development during this period.
The IES decrease to the level of 93% was recorded in July 1999, caused mainly by the
decrease in the construction confidence indicator and consumer confidence indica-
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tor. In May 2009 1ES showed much more significant decline — down to 71.9%, when
the indicator of confidence in industry, trade, services and consumer confidence indi-
cator reached very low levels. Relatively low index values were also found in
2012—2014. Overall, the Economic sentiment indicator reached the highest value in
July 2007 — up to 119%. The graphic shows the evolution of 1ES very clearly captur-
ing the period of economic recession in 1999—2000 and especially in 2009—2010
when the Economic sentiment indicator dropped really low. After the crisis period in
2009 and negative expectations after 2012 there can be seen a gradual improved con-
fidence in the positive economy development.

Conclusion. Previous macroeconomic analyses show that the development of
macroeconomic indicators are closely related to each other, we can see it when dur-
ing the crisis period economic sentiment indicator reached the lowest value (2009)
and in 2013, when GDP had the lowest values also the Index of economic freedom
showed a slight decrease in all V4 countries, except Czech Republic. The Index of
Economic Freedom does not respond to changes in GDP trends as flexibly as the
Economic sentiment indicator because its partial indicators do not react to changes
in economic growth immediately (in the short term).

Long-term monitoring of economic freedom in 179 countries shows that coun-
tries with higher economic freedom have higher economic performance, faster GDP
growth and higher GDP per capita than countries with low economic freedom.
Economically freer countries, citizens are richer, income is higher, country's eco-
nomic growth is faster and even the standards of living of the poorest people are
incomparably higher than in economically less free countries. Economic freedom
does not affect only income, but also life quality. Along with the increasing level of
economic freedom also the quality of human life and economic prosperity are
increasing.
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