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Summary of the Forecast

In accordance with our expectations, economic growth in
the Czech Republic slowed down in the third quarter of
2016. Real GDP increased only by 0.2% QoQ (seasonally
adjusted), which was the lowest growth rate since the first
quarter of 2014. In comparison with the same period of
the previous year, real GDP rose by 1.6%. The slowdown
of growth was caused mainly by one-off factors.

On the demand side, it was in particular the develop-
ment of foreign trade. The YoY growth of real exports of
goods and services slowed down from 7.9% in the sec-
ond quarter of 2016 to 1.1%. Imports also saw a similar
change in dynamics, and the contribution of net exports
to GDP growth thus decreased from 2.1 pp to 0.5 pp in
the third quarter. Slowdown of growth of domestic de-
mand from 1.6% to 1.1%, to which government con-
sumption contributed the most, was less marked. Invest-
ment of the general government sector decreased by
more than one fourth in comparison with a very high
base of the extraordinary year 2015. Conversely, an in-
crease in investment activity in the non-financial corpo-
rations sector can be seen as a very positive phenome-
non.

On the supply side, the YoY growth of gross value added
in the third quarter of 2016 slowed down to 1.3%. The
slowdown applied, with different degrees of intensity, to
all sectors of the economy with the exception of finan-
cial and insurance activities, real estate activities and
agriculture. A YoY decline was recorded in construction,
which has been facing long-term problems, and in non-
manufacturing industry, i.e. in mining and quarrying,
electricity supply (where temporary shutdowns of nucle-
ar power plants have apparently been reflected), and
water supply.

However, we consider most of these factors to be one-
off events. Therefore, we do not expect this rather poor
performance to repeat also in the fourth quarter of
2016. Confidence indicators and the Purchasing Manag-
ers’ Index, industrial production and retail sales point to
stronger economic growth for this period.

This leads to a slight increase in the estimate of real
GDP growth in 2016 from 2.4% to 2.5%.

This year, the main change in comparison with 2016 will
be, on the side of domestic demand, renewed growth in
gross fixed capital formation. A gradual start of drawing
of EU funds from the 2014-2020 programming period
will support not only government but also private invest-
ment. Investment of the general government sector
could thus increase again after a deep slump in 2016,
whereas private investment growth should slightly accel-
erate. Along with a slowdown in the growth of exports,
the dynamics of investment, which is the most import-
intensive component of domestic demand, will be re-

flected in a reduction in the contribution of net exports
to GDP growth.

Good labour market situation coupled with a relatively
fast growth in wages should lead, despite higher ex-
pected inflation, to favourable developments of house-
hold consumption.

Prices of crude oil and mineral fuels, which can be ex-
pected to continue to increase, will probably weigh on
economic growth. The expected discontinuation of the
CNB's exchange rate commitment will be probably asso-
ciated with a certain strengthening of the real exchange
rate.

The forecast for real growth in 2017 is also slightly raised
from 2.5% to 2.6%. In 2018, real GDP should increase by
2.4%.

For most of 2016, economic growth was accompanied by
very low inflation. However, this changed in the last two
months of the year. In December 2016, the YoY growth
in consumer prices unexpectedly accelerated to 2.0%
and inflation thus reached the CNB’s inflation target. The
acceleration of inflation was driven mainly by prices of
food and fuel, which reflected the increasing prices of
crude oil. The anti-inflationary effect of the decrease in
prices of imported goods has declined significantly.

This acceleration of growth of consumer prices leads to
an increase in the forecast for the average inflation rate
in 2017 from 1.2% to 2.0%. The inflation rate is expected
to reach 1.6% in 2018.

On the labour market, the economic growth is reflected
in the dynamic development of all important indicators.
Employment grew by strong 1.8% YoY in the third quar-
ter. The seasonally adjusted unemployment rate (LFS)
decreased further to 3.7% in November 2016 and it has
been the lowest in the whole EU since the beginning of
2016. Low unemployment and certain mismatches be-
tween the supply of and demand for labour are reflected
in fast growth of real wages and unit labour costs.

The unemployment rate (LFS) is probably already very
close to its natural rate, and has therefore very limited
room for further decline. For this reason, neither the
estimate for the year 2016 (4.0%) nor the forecast for
2017 (3.9%) have changed. The forecast for 2018 is also
3.9%.

Since 2014, the current account of the balance of pay-
ments has been reaching steadily increasing surplus. In
the third quarter of 2016, it reached 1.9% of GDP (in
annual terms), and was therefore again the highest in
the history of the independent Czech Republic. The sur-
pluses on the balance of goods and services are thus
already apparently exceeding the primary income deficit,
which is mostly influenced by an outflow of income from



foreign direct investment in the form of dividends and the current account of the balance payments. The fore-
reinvested earnings. cast for 2016 is lowered from 2.3% of GPD to 2.1% of
GDP, the forecast for 2017 from 1.8% of GDP to 1.2% of

The expected higher prices of mineral fuels, lower export GDP. For 2018 a surplus of 1.3% of GDP is forecasted.

market growth and more accurate data for the past lead
to a downward revision of the forecast for the surplus of

Table: Main Macroeconomic Indicators

2012 2013 2014 2015 2016 2017 2018 2016 2017

Current forecast Previous forecast

Gross domestic product bill.czKi 4060 4098 4314 4555 4719 4885 5082 4703 4864
Gross domestic product growth in %, const.pr. -0.8 -0.5 2.7 4.5 2.5 2.6 2.4 2.4 2.5
Consumption of households growth in %, const.pr. -1.2 0.5 1.8 3.0 2.7 2.4 2.4 2.5 2.8
Consumption of government growth in %, const.pr. -2.0 2.5 1.1 2.0 2.0 1.6 1.4 2.3 1.6
Gross fixed capital formation growth in %, const.pr. -3.1 -2.5 3.9 9.0 -2.4 3.8 3.0 -3.6 2.8
Net exports contr. to real GDP growth, pp 1.3 0.1 -0.5 0.1 1.1 0.2 0.3 1.3 0.2
Change ininventories contr. to real GDP growth, pp -0.2 -0.7 1.1 0.3 04 0.0 0.0 0.4 0.0
GDP deflator growth in % 1.5 14 2.5 1.0 1.1 0.9 1.6 0.8 0.9
Average inflation rate % 3.3 1.4 0.4 0.3 0.7 2.0 1.6 0.5 1.2
Employment (LFS) growth in % 0.4 1.0 0.8 1.4 1.8 0.3 0.3 1.6 0.3
Unemployment rate (LFS) averagein % 7.0 7.0 6.1 5.1 4.0 3.9 3.9 4.0 3.9
Wage bill (domestic concept) growth in %, curr.pr. 2.6 0.5 3.6 4.4 5.6 5.0 4.5 5.4 5.0
Current account balance % of GDP -1.6 -0.5 0.2 0.9 2.1 1.2 1.3 2.3 1.8
General government balance % of GDP -3.9 -1.2 -1.9 -0.6 0.5 . . -0.2 -0.2

Assumptions:

Exchange rate CZK/EUR 25.1 26.0 27.5 27.3 27.0 26.9 26.3 27.0 26.9
Long-term interest rates %p.a. 2.8 2.1 1.6 0.6 0.4 0.6 1.1 0.4 0.6
Crude oil Brent UsD/barrel 112 109 99 52 44 57 57 44 51
GDP in Eurozone growth in %, const.pr. -0.9 -0.3 1.2 2.0 1.6 1.4 1.6 1.4 1.1

Source: CNB, CZS0, Eurostat, U. S. Energy Information Administration. Calculations of the MoF.



Growth around 2.5% driven by domestic demand

YoY growth rate of real GDP in %, contributions of individual expenditure
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Growth of nominal wages should exceed 4%
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Risks to the Forecast

Risks to the forecast are tilted to the downside, in par-
ticular due to the external environment.

In our view, the biggest risk is the uncertainty associated
with the process and impacts of the United Kingdom’s
withdrawal from the EU. The Czech economy could be
influenced in particular through foreign trade (slowdown
in the growth of foreign demand), especially if the future
arrangement of relationship between the UK and the EU
in the area of international trade diverges significantly
from the current state. On the side of domestic demand,
some investment projects may be postponed as a result
of slower growth of foreign demand or increased uncer-
tainty.

Some geopolitical factors could also have an adverse
effect. Conflicts in the Middle East and Northern Africa
caused a deep migration crisis, the medium-term to
long-term economic impact of which on individual EU
states cannot be estimated yet. Provided, however, that
the number of applicants for asylum in the Czech Repub-
lic does not increase considerably, direct impacts on the
Czech economy should be negligible. Uncertainty may
also increase with the upcoming elections in France,
Germany and the Netherlands. Global economic growth
could be negatively affected by a possible change in the
direction of economic policy of the United States, in
particular in the area of openness of foreign trade.

Economic growth in some countries of the EU, and indi-
rectly via foreign trade also in the Czech Republic, could
be affected negatively by possible materialization of risks
in the financial sector, related to not only a high share
of non-performing loans in the balance sheets of some
European banks but also to concerns about future devel-
opment of profitability and capital adequacy of some
systemically important institutions. However, the results
of the latest stress tests of the banking sector, published
by the CNB in November 2016, once again confirmed
high resilience of Czech banks to even very negative eco-
nomic shocks.

Another negative risk is the possibility of a more consid-
erable slowdown of growth of the Chinese economy.
The expected continuation of a gradual slowdown of
economic growth in China should not be crucial for the
Czech Republic, despite the fact that the interconnected-
ness of the Czech and Chinese economies is higher than
implied by data on their mutual foreign trade, due to
their involvement in the global supply chains.

With the mid-2017 approaching, when the exchange
rate commitment should likely be discontinued accord-
ing to statements of the CNB Bank Board, growing pres-
sures on appreciation of the koruna are apparent, sup-
ported by the acceleration in inflation at the end of the
last year. Therefore, it cannot be ruled out that the CNB
will resort to the use of other, less conventional, mone-
tary policy instruments in response to these appreciation
pressures or within its strategy of discontinuation of the
exchange rate commitment. Any increased exchange
rate volatility accompanying the discontinuation of the
exchange rate commitment and/or the possibility of
short-term significant appreciation of the koruna after
the end of the current exchange regime could pose a
problem for some companies. However, we believe that
such a development would have a negative impact espe-
cially at the microeconomic level without significant
effects on the entire economy.

The combination of the environment of low (not only
monetary-policy) interest rates and economic growth is
reflected in the Czech Republic by an acceleration of
mortgage loan growth. Together with the factors limiting
the supply of residential real estate (some of which are
Prague-specific), this development contributes to growth
of offer price of flats. Should the fast growth of housing
loans and real estate prices continue, it could result in
a bubble in the real estate market and influence nega-
tively financial stability.



1 Forecast Assumptions

1.1 External Environment

After a slowdown of economic growth in the first half of
2016 due to weak performance of emerging economies,
global economic growth accelerated slightly in the third
quarter. In 2016 as a whole, it could have marginally
exceeded the 3% threshold. However, developments in
individual regions remain diverse. Whereas economic
growth is still relatively modest in Western Europe, it has
visibly accelerated in the USA. Some large emerging
economies have a negative influence on global growth
(Brazil, Russia and recently also Turkey, although the
pace of decline in the first two is already slowing down).

Growth of the Chinese economy has long been slowing
down, though it is still high and China thus remains the
main driver of global economic growth. QoQ growth of
real GDP, which was 1.8% in the third quarter, largely
reflects fiscal and monetary stimuli through which the
government is trying to achieve the planned rate of
economic growth and increase household consumption
as well as the share of services in the economy. Situation
in industry is improving slightly, which is also indicated
by the Purchasing Managers Index in Manufacturing and
recently also by an increase in producer prices. However,
some sectors are still struggling with excess capacities
(e.g. coal mining or steel industry). After the turbulences
at the beginning of 2016, the situation on the financial
markets has already stabilized; however, the decrease in
foreign exchange reserves has resumed. Considerable
fear is also caused by the quick growth of loans despite
tightening regulations, the aim of which is to limit specu-
lative financial activities. Pressure on the banking sector
is further increased by growing volume of non-perform-
ing loans. From a long-term perspective, demographic
development is a major risk.

1.1.1 United States of America

Growth of the U.S. economy accelerated considerably in
the third quarter of 2016, when GDP increased by 0.9%
QoQ (versus 0.5%). Domestic and foreign demand con-
tributed to the growth. The main driver of growth was
again household consumption, which benefited from
a good situation on the labour market. Government ex-
penditure increased only slightly and business invest-
ment stagnated again. Growth of exports was largely due
to poor harvest of soybeans in South America.

In reaction to the satisfactory performance of the US
economy, solid job gains and expectations of the pick-up
in inflation rate, the Fed raised interest rates by 0.25 pp
to 0.50-0.75% in December 2016. It also noted that it
intended to increase the interest rates gradually three
times in 2017. The rise in the price level accelerated in
the second half of 2016, reaching 1.7% YoY in November
2016. However, the Fed expects that the inflation rate

will approach its 2% target as late as in the medium-term
horizon as the effects of low prices of energies and im-
ports fade and the situation on the labour market im-
proves further.

We expect that economic activity will accelerate slightly,
with household consumption remaining the key factor.
Private consumption is supported by a good situation on
the labour market, where unemployment rate decreased
to 4.6% in November 2016 and average nominal wage
increased by 4.5% YoY in the third quarter. Economic
growth should be, with regard to strong USD exchange
rate and continued relatively poor performance of
emerging economies, slowed down mainly by exports.
The economy can also be influenced by changes in fiscal
and economic policies in connection with the election of
the new president. Market expectations from the new
American administration are very high, as evidenced by
developments in financial markets and a number of
confidence indicators in the last two months. We esti-
mate that real GDP growth was 1.6% in 2016 (versus
1.4%). We expect that economic growth will accelerate
to 2.3% (versus 2.2%) in 2017 and to 2.4% in the follow-
ing year.

1.1.2 European Union

Economic recovery in the European Union still remains
relatively fragile. In the third quarter of 2016, QoQ GDP
growth reached 0.4% in the EU28 (versus 0.3%) and 0.3%
in the EA19. In a YoY comparison, GDP of the EU28 rose
by 1.9% (versus 1.8%), while GDP of the EA19 increased
by 1.7%. Developments in individual states remain con-
siderably differentiated. In many countries, structural
problems, loss of competitiveness, low growth of invest-
ment or high debts of the public and private sectors are
still acting as a brake on a more significant recovery.

The ECB aims to increase inflation and support the re-
covery in the Euro area. It has been keeping the main
refinancing rate at 0.00% and the deposit rate at —0.40%
since March 2016. Moreover, the ECB assumes that the
benchmark interest rates will remain at the same or
lower levels for a longer time, and definitely beyond the
horizon of net asset purchases (monthly purchases of
assets worth EUR 80 billion should take place until the
end of March, and purchases worth EUR 60 billion from
April to December or for a longer time if necessary). The
aim of the eased monetary conditions is to increase
credit activity and ensure that inflation, through an in-
crease in investment and consumption, returns to the
inflation target (inflation below, but close to, 2%). In the
second half of 2016 the YoY HICP growth renewed,
reaching 0.6% in the EA19 in November 2016.



Situation on the labour market is gradually improving
due to the recovery of economic activity. Unemployment
rate in the EU28 has been decreasing since mid-2013,
reaching 8.3% in November 2016 (YoY decline of 0.7 pp).
However, enormous differences still persist among indi-
vidual economies. The worst situation is still in Greece,
where the unemployment rate stood at 23.1% in Sep-
tember 2016. Of the EU28 countries, for which data for
November 2016 was available as of the cut-off date, the
unemployment rate was the highest in Spain (19.2%),
Cyprus (14.2%) and Italy (11.9%); on the other hand, the
lowest rates were recorded in the Czech Republic (3.7%)
and Germany (4.1%).

Graph 1.1.1: Unemployment rate in the EU in
November 2016

in %, seasonally adjusted data
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We expect that economic growth will be driven mainly
by domestic demand in the following years. The main
driver of economic growth will remain household con-
sumption, which will be supported by low interest rates
in the short term and by improving labour market situa-
tion in the long term. Investment, however, which will
continue to be supported by the accommodative mone-
tary policy of the ECB, will be negatively affected by the
uncertainty associated with the United Kingdom’s deci-
sion to leave the EU. The impacts on economic growth in
the EU cannot be currently quantified because the
United Kingdom is planning to launch negotiations about
its withdrawal from the EU only at the end of March and
the future arrangement of relationship between the
United Kingdom and the EU is unknown. We expect,
however, that these impacts will overall be relatively
low. With respect to the expected gradual global eco-
nomic recovery, the dynamics of exports should also
slightly accelerate. The contribution of exports to eco-
nomic growth will, however, be significantly lower in
comparison with the contribution of domestic demand.
Conversely, factors that will dampen economic growth
include problems in the banking sector (a high share of
non-performing loans on the balance sheets of some
banks will influence the banks’ ability and willingness to
provide new loans) or high indebtedness in some euro
area economies. Another factor of uncertainty is parlia-

mentary and presidential elections, which should be
held in Germany, France and the Netherlands this year.
We estimate that real GDP in the EA19 increased by 1.6%
in 2016 (versus 1.4%). For this year we expect a growth
of 1.4% (versus 1.1%), for 2017 a slight acceleration to
1.6%.

Graph 1.1.2: Growth of GDP in the EA19 and in the USA
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The growth rate of the German economy slowed down
in the third quarter of 2016, with real GDP increasing by
only 0.2% QoQ (versus 0.3%). The growth was driven
mainly by household and general government consump-
tion expenditure, with both of these components con-
tributing to the growth equally. While households bene-
fited from pension growth and especially the good situa-
tion on the labour market reflecting the growth in wages
and employment, the general government sector con-
sumption rose mainly in connection with an increase in
expenditures associated with the migration crisis. After a
decline in the previous quarter, gross fixed capital for-
mation showed stagnation, thanks to strong growth in
housing investment. Conversely, economic growth was
dampened by the contribution of net exports. While the
decrease in exports reflected the uncertainty associated
with the United Kingdom’s decision to leave the EU,
weak foreign demand and slow recovery in the euro
area, imports slightly increased with regard to the strong
domestic demand.

The situation on the labour market is developing favour-
ably. The YoY growth of real wages reaches almost 2%
and the unemployment rate is steadily and slightly de-
creasing. The impact of the arrival of migrants has not
yet manifested itself on the labour market; however,
with regard to the increasing number of positively pro-
cessed asylum applications, a slight increase in the unem-
ployment rate may be expected in the following years.
The Ifo indicator has reached the highest level since
February 2014, with the assessment of current economic
situation being the best since November 2011. The Pur-
chasing Managers’ Indexes in industry and in the area of
services have also improved. The development of the
consumer confidence index also remains encouraging.



Graph 1.1.3: Ifo (Germany) and Czech manufacturing
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Economic growth should be driven mainly by domestic
demand. In the short-term horizon, the household con-
sumption expenditure will mainly be supported by an
increase of wages in the general government sector and
of pensions, while a good labour market situation and
the related growth of real wages will have a more per-
manent effect. The increase in government consumption
expenditure will be supported mainly by expenditure
related to the migration crisis, while investment in infra-
structure and housing will particularly contribute to an
increase in government investment. Growth of exports
should be unfavourably affected by the United King-
dom’s withdrawal from the EU, as it is the third biggest
export market for the German economy (the share of
exports to the UK in total exports was 7.5% in 2015,
which corresponded to 3.9% of German GDP). Another
risk for further development is parliamentary elections
taking place in autumn this year. We estimate that
growth of the German economy was 1.6% in 2016 (ver-
sus 1.7%). It should remain at similar level also in the
coming years; we estimate real GDP growth to be 1.5%
in 2017 (versus 1.6%), and 1.6% in the following year.

The performance of the French economy remained ra-
ther poor also in the third quarter of 2016, because it
only increased by 0.2% QoQ after a slight decrease in the
previous quarter. The growth rates of household con-
sumption, government consumption and gross fixed
capital formation reached rather insignificant values
again. The only component which contributed to the
economic growth more significantly was a change in
inventories. Net exports had an opposite effect as the
growth rate of imports overshadowed the poor growth
rate of exports. The labour market situation started to
improve slowly again, and the unemployment rate fell
below 10% once more. The slight improvement of eco-
nomic development is also indicated by leading indica-
tors, many of them showing an increasing trend (con-
sumer confidence, business sentiment or Purchasing
Managers’ Indexes in manufacturing and services). A
faster recovery, however, will be hampered by long-term

problems of the French economy — low competitiveness
and the associated declining share of export markets,
continuing rigidities on the labour market or high level of
government and private sector debts. Another risk for
further development is presidential and parliamentary
elections taking place in spring this year. We estimate
that the real GDP growth was only 1.1% in 2016 (versus
1.3%). We expect that economic growth will remain
relatively modest and the French economy will grow by
1.3% (unchanged) in 2017 as well as in the following
year.

After a decent performance in the previous quarter,
growth of the Polish economy has slowed down dramat-
ically as GDP increased by only 0.2% QoQ (versus 0.9%).
Economic growth was mainly driven by household con-
sumption, which was supported by a decrease in con-
sumer prices and social benefits growth; government
consumption expenditure and a change in inventories
also contributed positively to growth. Net exports had an
impact in the opposite direction as the growth of im-
ports due to the strong domestic demand exceeded the
growth of exports. A decrease in investment, which fur-
ther deepened in comparison with the previous quarter
and reached 7.7% in a YoY comparison, is mainly due to
a deep drop in public investment as a result of termina-
tion of projects from the previous financial perspective
of the EU. The deep decline could also have been due to
concerns of the private sector related to the increasing
government interventions in the economy. In the coming
two years, economic growth should continue to be
driven mainly by household consumption, which will be
supported by growth of social benefits, good labour
market situation, low interest rates and increasing con-
sumer confidence. Investment growth should resume
with the start of programmes of the 2014-2020 financial
perspectives; however, lower predictability of govern-
ment policies is a risk. We estimate that real GDP in-
creased by 2.3% in 2016 (versus 2.7%). For this year we
expect a growth of 2.9% (versus 3.3%), for 2017 a slight
acceleration to 3.1%.

Growth of the Slovak economy slowed down slightly in
the third quarter of 2016, when GDP increased by 0.7%
QoQ (versus 0.8%). Economic growth was driven by
foreign demand, with decline in imports outweighing the
drop in exports. A decrease in domestic demand was
due to a fall in investment activity. In the private sector,
investment related to electricity supply decreased and
there was also a correction of strong growth of invest-
ment in the automotive industry in the previous quarter.
In the public sector, the main cause of the drop in invest-
ment was related to completion of projects from the
previous financial perspective of the EU. On the side of
domestic demand, the fastest growing component was,
despite a slight slowdown, household consumption. It
was supported by a YoY real wage growth of 4% (amid
decreasing price level) and falling unemployment rate,
which reached 9.0% in November 2016 (a YoY decrease



by 1.9 pp). With a view to the steadily improving labour
market situation and low-inflation environment, house-
hold consumption should show a steady growth in the
coming years. A gradual recovery in investment will also
be supported by government investment in infrastruc-
ture or continued investment in the automotive industry.
Start of production of the Jaguar Land Rover car factory
should significantly contribute to an acceleration of
exports in 2018. Economic growth will also be supported
by a decrease in the corporate income tax rate by 1 pp to
21% from 2017 or by an increase in lump-sum expenses
for self-employed persons from 40% to 60% together
with a sharp increase in their ceiling from 2018. We
estimate that GDP increased by 3.4% in 2016 (versus
3.6%). For this year we expect a growth of 3.2% (versus
3.4%), for 2018 a slight acceleration to 3.5%.

1.1.3 Commodity Prices

In the fourth quarter of 2016, the average price of Brent
crude oil reached USD 49.1/barrel (in line with the fore-
cast). It thus increased by 7.2 % QoQ. As of the cut-off
date of the Forecast, crude oil traded close to USD
56/barrel.

The price of Brent crude oil increased significantly after
30 November 2016, when an OPEC cartel agreement to
limit output was announced. A reduction in daily output
to 32.5 million barrels (i.e. by 1.2 million barrels) has
been in effect since 1January 2017. Although there are
opinions that the quotas may not be adhered to, the
price rather suggests that market participants see the
agreement as trustworthy. The reason is that the price
increase has not been followed by a correction as was
the case after the previous agreement from the end of
September 2016. Moreover, some non-OPEC countries
joined the agreement; their daily output should de-
crease by a further 0.6 million barrels. The total re-
striction of output by 1.8 million barrels daily approxi-

mately corresponds to the growth in stocks that oc-
curred in 2015. On the other hand, the market will be
affected by an increase in output in non-OPEC countries
which have not joined the agreement. These include in
particular the United States of America, where the num-
ber of active drilling rigs has been increasing for more
than half a year. The increase in crude oil stocks is likely
almost over; stocks will probably decrease in the 2nd
half of 2017.

In line with the relatively flat curve of futures prices, we
expect the Brent crude oil prices to stagnate at current
levels. The price should reach 57 USD/barrel in 2017 and
2018 (versus 51 USD/barrel in 2017). The average annual
price in 2017 should thus increase after four consecutive
years of decline (see Table 1.1.3).

In koruna terms, the YoY growth in the Brent crude oil
price should reach the highest value in the first quarter
of 2017 due to a very low comparison base (see Graph
1.1.4).

Graph 1.1.4: Koruna Price of Brent Crude Oil
YoY change of the koruna price of Brent crude oil in %, contributions of
the CZK/USD exchange rate and USD price of Brent crude oil in pp
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Table 1.1.1: Gross Domestic Product — yearly
YoY real growth rate, in %

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Estimate Forecast Forecast

World -0.1 5.4 4.2 3.5 3.3 3.4 3.2 3.1 3.3 3.5
USA -2.8 2.5 1.6 2.2 1.7 2.4 2.6 1.6 2.3 2.4
China 9.2 10.6 9.5 7.7 7.7 7.3 6.9 6.6 6.3 6.2
EU28 -4.4 2.1 1.7 -0.5 0.2 1.6 2.2 1.8 1.7 1.9
EA12 -4.5 2.1 1.5 -0.9 -0.3 1.2 2.0 1.6 14 1.6
Germany -5.6 4.1 3.7 0.5 0.5 1.6 1.7 1.6 1.5 1.6
France -2.9 2.0 2.1 0.2 0.6 0.6 1.3 1.1 1.3 1.3
United Kingdom 4.3 1.9 1.5 1.3 1.9 3.1 2.2 2.0 1.2 1.2
Austria -3.8 1.9 2.8 0.7 0.1 0.6 1.0 1.4 1.4 1.5
Hungary -6.6 0.7 1.7 -1.6 2.1 4.0 3.1 2.1 2.4 2.6
Poland 2.6 3.7 5.0 1.6 1.4 3.3 3.9 2.3 2.9 3.1
Slovakia 5.4 5.0 2.8 1.7 1.5 2.6 3.8 3.4 3.2 3.5
Czech Republic -4.8 2.3 2.0 -0.8 -0.5 2.7 4.5 2.5 2.6 2.4

Source: CZSO, Eurostat, IMF, NBS China. Calculations of the MoF.

Graph 1.1.5: Gross Domestic Product
YoY real growth rate, in %
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Graph 1.1.6: Gross Domestic Product — Czech Republic and the neighbouring states
YoY real growth rate, in %
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Table 1.1.2: Gross Domestic Product — quarterly
real growth rate, in %, seasonally adjusted data

2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
USA QoQ 0.2 0.4 0.9 0.6 0.4 0.6 0.7 0.6
Yoy 1.6 1.3 1.7 2.0 2.2 2.5 2.3 2.3
China QoQ 1.2 1.9 1.8 1.5 1.4 1.5 1.6 1.5
Yoy 6.6 6.6 6.7 6.6 6.8 6.3 6.1 6.1
EU28 QoQ 0.5 0.4 0.4 0.4 0.4 0.4 0.5 0.4
Yoy 1.9 1.9 1.9 1.7 1.6 1.6 1.7 1.7
EA12 QoQ 0.5 0.3 0.3 0.3 0.3 0.4 0.4 0.4
Yoy 1.7 1.7 1.7 1.5 1.3 1.4 1.4 1.5
Germany QoQ 0.7 0.4 0.2 0.3 0.4 0.4 0.5 0.4
Yoy 1.8 1.7 1.7 1.6 1.3 1.3 1.6 1.7
France QoQ 0.6 -0.1 0.2 0.3 0.3 0.4 0.5 0.4
Yoy 1.2 1.1 1.0 1.0 0.7 1.2 1.5 1.6
United Kingdom QoQ 0.4 0.7 0.5 0.3 0.2 0.2 0.3 0.2
Yoy 1.9 2.1 2.3 1.9 1.7 1.2 1.0 0.9
Austria QoQ 0.6 0.1 0.5 0.4 0.3 0.3 0.4 0.4
Yoy 1.5 1.3 1.5 1.6 1.2 1.5 1.4 1.4
Hungary QoQ -0.6 1.1 0.3 0.6 0.5 0.6 0.7 0.6
Yoy 0.9 1.9 1.6 1.3 2.5 2.0 2.4 2.4
Poland QoQ -0.1 0.8 0.2 0.6 0.8 0.9 0.9 0.8
Yoy 2.8 3.1 2.2 1.4 2.4 2.5 3.2 3.4
Slovakia QoQ 0.7 0.9 0.7 0.6 0.8 0.9 0.9 0.8
Yoy 3.7 3.6 3.2 2.9 3.0 3.0 3.2 3.4
Czech Republic QoQ 0.4 0.9 0.2 0.7 0.8 0.7 0.7 0.6
YoY 3.0 2.6 1.9 2.2 2.7 2.5 2.9 2.9

Source: Eurostat, NBS China. Calculations of the MoF.

Graph 1.1.7: Gross Domestic Product — Czech Republic and the neighbouring states
Q3 2008=100, seasonally adjusted data, constant prices
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Graph 1.1.8: Cyclical Component of GDP — Czech Republic and Germany

in % of GDP, derived using the Hodrick-Prescott filter
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Table 1.1.3: Prices of Selected Commaodities — yearly
spot prices
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Forecast Forecast
Crude oil Brent UsD/barrel 61.5 79.6 111.3 111.6 108.6 99.0 52.4 43.6 57 57
growthin %; -36.5 29.3 39.9 0.3 -2.6 -8.8 -47.1 -16.8 31.0 -0.2
Crude oil Brent index (in CZK) 2005=100 76.1 100.0 129.5 143.8 139.9 134.6 85.1 70.1 96 94
growthin % -28.6 31.4 29.5 11.0 -2.7 -3.8 -36.8 -17.5 37.3 -2.5
Wheat usb/tt 190.1 194.5 280.0 276.1 265.8 242.5 185.6 143.2
growthin %} -33.7 2.3 44.0 -1.4 -3.8 -8.8 -235 -22.9
Wheat price index (in CZK) 2005=100 98.5 100.0 133.6 146.4 140.6 135.7 123.7 94.5
growthin %¢ -24.7 1.5 33.6 9.6 -4.0 -3.5 -8.8 -23.6
Source: CNB, IMF, U. S. Energy Information Administration. Calculations of the MoF.
Table 1.1.4: Prices of Selected Commaodities — quarterly
spot prices
2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast Forecast Forecast Forecast
Crude oil Brent UsD/barrel 33.8 45.6 45.8 49.1 57 57 57 57
growth in % -37.3 -26.1 9.2 12.8 68.1 24.9 25.1 16.4
Crude oil Brentindex (in CZK) 2005=100 54.7 71.8 73.0 81.1 96 96 97 96
growth in % -37.3 -28.6 -10.4 14.4 76.4 34.3 32.2 18.1
Wheat price UsD/t 162.6 159.2 128.2 122.6
growth in % -20.7 -18.9 -28.3 -24.5
Wheat price index (in CZK) 2005=100 107.9 103.0 83.9 83.1
growth in % -20.7 -21.7 -29.2 -23.4

Source: CNB, IMF, U. S. Energy Information Administration. Calculations of the MoF.
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Graph 1.1.9: Dollar Prices of Oil
UsD/barrel
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Graph 1.1.10: Koruna Indices of Prices of Selected Commodities
index 2010=100
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1.2 Fiscal Policy

Based on available information, we estimate that the
general government balance in 2016 reached, for the
first time in the history of the CR, a surplus of 0.5% of
GDP. This evidences the government’s marked efforts for
a sustainable fiscal policy, which is also testified by an
improvement in the structural balance between 2015
and 2016 by 0.9 pp.

Although the Czech Statistical Office is going to publish
complete ESA 2010 methodology data for the general
government sector only on 1 April 2017, our first esti-
mate is based on the results of cash collection of some
units. These are mostly data from the state budget,
which already include complete data for the entire year,
and local budgets, for which results are known for most
of 2016. Quarterly national accounts for the general
government sector available for the first three quarters
of the previous year were also used for the estimate. In
comparison with the previous Macroeconomic Forecast,
the change in the estimate of the general government
sector balance in 2016 is due mainly to significantly bet-
ter outcome of the state budget and local budgets.

In the national cash methodology, the state budget
ended with a surplus of CZK 61.8 billion, which is the
best result in the history of the CR. The surplus was
achieved not only by higher than budgeted revenue from
EU funds, but also by tax revenues (including social secu-
rity contributions) higher by almost CZK 29 billion than
the approved state budget. However, for the purposes of
the ESA 2010 methodology, cash revenues from the EU
and expenditure associated with EU programmes have to
be adjusted to rule out the influence of cash flows on the
accrual balance. However, even after adjusting for flows
associated with EU programmes and estimate of accrual
adjustments of taxes and social benefits, the budget far
outperformed the plan. We estimate that in the
ESA 2010 methodology, the state budget finances were
better by almost CZK 25 billion in comparison with our
original estimate. At the level of the state budget, there
has been a YoY increase in tax collections by nearly
CZK 69 billion. If we considered all tax revenue, that is,
including revenue assigned to other components of the
general government sector and social security contribu-
tions, the increase in these revenues, again as in 2015,
exceeded CZK 100 billion.

One of the most closely watched items of tax revenue is
the value-added tax, which has increased, on the cash
basis, by 5.4% YoY at the level of public budgets, thus
quite significantly exceeding the increase in household
consumption and tax-effective parts of final consumption
of the general government sector. The reason is, inter
alia, the measures introduced which set up equal market
conditions in the context of competition and reduce
shadow economy.

As far as entities outside of the state budget are con-
cerned, local budgets significantly contributed to the
surplus, which repeatedly showed cash surpluses exceed-
ing CZK 50 billion in the last months of 2016. After ad-
justment in terms of ESA 2010 methodology, we esti-
mate the surplus at almost CZK 47 billion, which is by
more than CZK 20 billion better than the originally ex-
pected outcome. One of the influences is, similarly to the
state budget, higher shared tax revenue and also lower
investment expenditure.

The aforementioned analysis is also supported by quar-
terly data from national accounts. The general govern-
ment sector achieved a surplus of CZK 42 billion in the
first three quarters; however, the outcome of the last
quarter is important because it is usually negative and
also relatively volatile. Tax revenue is exceptionally high
also in accrual terms and it increased by almost
CZK 70 billion in the first three quarters (including social
security contributions). Since the revenue from taxes and
social security contributions is usually highest in the last
quarter, it is probable that the YoY increase in tax reve-
nue in ESA 2010 methodology will also exceed CZK 100
billion. The decrease in investment of the general gov-
ernment sector is currently at 20% in accrual terms and
according to a decrease in income subsidies from the EU
it is solely a decrease due to projects co-financed by the
EU. This development is quite common in terms of the
turn of programming periods and it is also apparent in
other EU states (for example, Slovakia, Hungary, Bulgaria
and others).

The record general government sector performance is of
course also reflected in the amount of debt. The general
government debt has decreased YoY from 40.3% of GDP
to an estimated 37.4% of GDP, of which the state debt
decreased by almost CZK 60 billion from 36.7% of GDP
in 2015 to 34.2% of GDP in 2016.
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Graph 1.2.1: Decomposition of the Government Balance Graph 1.2.2: Government Debt
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Table 1.2.1: Net Lending/Borrowing and Debt

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Estimate

General government balance R % GDP -0.7 -2.1 -5.5 4.4 -2.7 -3.9 -1.2 -1.9 -0.6 0.5
bill. CzK -27 -85 -216 -175 -110 -160 -51 -83 -29 26

Cyclical balance % GDP 1.4 1.3 -1.3 -0.7 -0.3 -0.9 -1.5 -0.6 0.2 0.3
Cyclically adjusted balance % GDP 2.1 -3.5 -4.2 -3.7 -2.5 3.1 0.2 -1.3 -0.8 0.2
One-off measures ? % GDP -0.3 -0.1 0.0 0.0 -0.1 -2.0 0.0 -0.3 -0.2 -0.1
Structural balance % GDP -1.8 -3.4 -4.2 -3.7 2.4 -1.1 0.2 -1.1 -0.6 0.3
Fiscal effort ) pp 0.7 -1.5 -0.9 0.5 1.4 1.3 1.3 -1.3 0.5 0.9
Interest expenditure % GDP 1.1 1.0 1.2 1.3 1.3 1.4 1.3 1.3 1.1 1.0
Primary balance % GDP 0.4 -1.1 4.3 3.1 -1.4 -2.5 0.1 -0.6 0.4 1.5
Cyclically adjusted primary balance % GDP -1.0 -2.4 -2.9 2.4 -1.2 -1.6 1.5 0.0 0.2 1.2
General government debt % GDP 27.8 28.7 34.1 38.2 39.8 44.5 44.9 42.2 40.3 37.4
bill. czki 1066 1151 1336 1509 1606 1805 1840 1819 1836 1766

Change in debt-to-GDP ratio pp -0.1 0.9 5.4 4.1 1.7 4.6 0.4 2.7 -1.9 -2.9

Y General government net lending (+)/borrowing (=)

4 One-off and temporary measures are such measures that have only a temporary impact on public budgets. Besides their temporary impact on
overall balance, these measures are usually of non-recurring nature and very often result from the events that are beyond the direct power of the
government.

3 Change in structural balance.

Source: CZSO. Calculations of the MoF.
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1.3 Monetary Policy, Financial Sector and Exchange Rates

1.3.1 Monetary Policy

For a long time, the CNB’s monetary policy can be char-
acterized as eased. Since November 2012, the two-week
repo rate has been set at 0.05%. Since November 2013,
the CNB has been using the exchange rate as an addi-
tional monetary policy instrument, through its commit-
ment not to allow the koruna to strengthen below
27 CZK/EUR. Since the second half of 2015, the CNB has
been actively intervening on the foreign exchange mar-
ket to defend its exchange rate commitment. The vol-
ume of interventions between July2015 and November
2016 totalled EUR 22.6 billion (according to estimates of
some financial institutions, the volume of interventions
grew sharply at the beginning of 2017). However, the
CNB can intervene against pressures for the koruna’s
appreciation basically without limits.

Graph 1.3.1: FX Interventions of the CNB and the

Exchange Rate
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1.3.2 Financial Sector and Interest Rates

In the fourth quarter of 2016 and the entire 2016, the
3M (3-month) PRIBOR interbank market rate averaged
0.3% (in line with the forecast). With respect to the ex-
pected development of monetary policy rates, the
3M PRIBOR should remain at this level until mid-2018.
The expected increase in the second half of the next year
should be, however, very modest, only to 0.5% in the
fourth quarter of 2018.

With respect to the technically zero reference interest
rates of the CNB and inflation pressures that have long
been very weak, long-term interest rates continue to
hover at extremely low values. It can be said, however,
that the lowest values have already been reached. The
yield to maturity on 10-year government bonds for
convergence purposes reached 0.5% in the fourth quar-
ter of 2016 (versus 0.4%), averaging 0.4% (in line with
the forecast) in 2016 as a whole. With regard to the
expected monetary policy stance and development of
inflation expectations, we expect only a slight increase in
long-term interest rates to 0.6% in 2017 (unchanged),
and a more significant increase to 1.1% in 2018.

Graph 1.3.2: Interest Rates
in % p.a.
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Growth of loans to households slowed down slightly in
the third quarter of 2016, but growth of housing loans,
whose volumes are the largest (they account for nearly
75%), has accelerated. Growth of mortgage loans togeth-
er with factors which limit the supply of residential real
estate contribute to growth of offer prices of flats (see
Tables 3.2.1 and 3.2.2). This development could even
lead to overheating of the real estate market in some
regions. However, an amendment to the CNB Act ap-
proved by the government in January 2017 strengthens
the powers of the CNB in the area of regulation of the
mortgage market.

Graph 1.3.3: Loans
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Consumer loans growth slowed down quite significantly
in the third quarter of 2016, but it had previously been
influenced by a merger of a bank with a non-banking
entity and the related changes in the banking and mone-
tary statistics. On the contrary, monthly data show an
acceleration of growth in the second half of 2016, which
is consistent with high optimism of consumers and
a relatively dynamic growth of household consumption.
So-called other loans, which include for example loans to
sole traders, grew by 3.2 % YoY in the third quarter, and
their growth was thus higher than in the second quarter.
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The growth rate of loans to non-financial corporations
decreased again in the third quarter, to 1.3 %. This was
due not only to a strong decrease in short-term loans,
but also to a weak growth in long-term loans. The
dynamics of loans to non-financial corporations could,
with regard to the development of their investment
activity, be an evidence that companies preferred to
finance investment with their own resources in the past
period. On the other hand, the dynamics could also be
the result of the fact that companies are to a greater
extent paying off old loans.

Graph 1.3.4: Non-performing Loans
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The decrease in the share of non-performing loans in
total loans continued. In the third quarter of 2016, the
share stood at 3.4 % for households (0.3 pp less QoQ,
1.1 pp less YoY) and at 5.1 % for non-financial corpora-
tions (stagnation QoQ and 0.6 pp less YoY). The quality
of the loan portfolio should not therefore be a factor
limiting the availability of bank loans thus hindering
investment or consumer expenditure financed by these
loans.

The results of stress tests, which were published in No-
vember 2016, confirmed sufficient resilience of the bank-
ing sector to potential adverse shocks. The main source
of banks’ resilience is a high total capital ratio and robust
profitability.

Growth of household deposits (7.7 % in the third quarter
of 2016) continues to gain momentum, apparently in
connection with good economic situation of households.
Growth in deposits of non-financial corporations slowed
down to 2.5 %. In terms of the capacity of households
and non-financial corporations to finance future con-
sumption and investment from own resources, the con-
tinued growth of deposits may be assessed positively.

Graph 1.3.5: Deposits
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1.3.3 Exchange Rates

From the change in the exchange rate regime in Novem-
ber 2013 until approximately mid-2015, the CZK/EUR
exchange rate hovered close to the level of 27.50
CZK/EUR. At the end of the second quarter of 2015, the
exchange rate started strengthening in connection with
favourable developments of the economy, approaching
the exchange rate commitment of 27 CZK/EUR, close to
which it remained in the second half of 2015 and in
2016.

At its most recent meeting at the end of December 2016,
the CNB Bank Board again stated that it would not dis-
continue the use of exchange rate as a monetary policy
instrument before the second quarter of 2017 and that it
still considers it likely the commitment will be discontin-
ued in mid-2017. Based on this, we have adopted a tech-
nical assumption of stability at the level of 27.0 CZK/EUR
for the period until the second quarter of 2017. We
expect that, subsequently, the koruna will again start
strengthening slightly against the Euro, approximately by
0.6% QoQ. The CNB has sufficient instruments to limit
eventually increased volatility of the exchange rate after
the discontinuation of the current exchange rate regime.
It can be expected that the CNB will use interventions on
the foreign exchange market also after the discontinua-
tion of the exchange rate commitment.

The estimated development of the CZK/USD exchange
rate is implied by the USD/EUR exchange rate for which
we have made a technical assumption of stability at the
level of 1.05 USD/EUR (versus 1.10 USD/EUR). The
change was due to the current exchange rate develop-
ment, which was influenced by increasing difference
between the primary interest rates of the ECB and the
Fed.



Table 1.3.1: Interest Rates — yearly

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Forecast Forecast
Repo 2W rate CNB (end of period) in %p.a. 1.00 0.75 0.75 0.05 0.05 0.05 0.05 0.05
Main refinancing rate ECB (end of period) in%p.a. 1.00 1.00 1.00 0.75 0.25 0.05 0.05 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.75 .
PRIBOR3M in %p.a. 2.19 1.31 1.19 1.00 0.46 0.36 0.31 0.30 0.3 0.4
YTM of 10Y government bonds in %p.a. 4.67 3.71 3.71 2.80 2.11 1.58 0.58 0.43 0.6 1.1
Source: CNB, ECB, Fed. Calculations of the MoF.
Table 1.3.2: Interest Rates — quarterly
2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast Forecast Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.05 0.05 0.05 0.05
Main refinancing rate ECB (end of period) in%p.a. 0.05 0.05 0.05 0.05
Federal funds rate (end of period) in%p.a. 0.50 0.50 0.50 0.75 . .
PRIBOR 3M in %p.a. 0.29 0.29 0.29 0.29 0.3 0.3 0.3 0.3
YTM of 10Y government bonds in %p.a. 0.48 0.45 0.30 0.48 0.5 0.5 0.6 0.6
Source: CNB, ECB, Fed. Calculations of the MoF.
Table 1.3.3: Interest Rates, Deposits and Loans — yearly
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Households — MFI (CR, unless stated otherwise)
Interest rates on loans in%p.a. 6.93 6.64 6.81 7.00 7.01 6.83 6.46 6.03 5.57 5.14
Loans growth in % 32.2 31.7 29.0 16.3 8.7 6.5 4.8 4.0 3.5 4.8
Loans without housing loans growth in % 28.3 27.3 25.3 19.1 8.3 6.8 14 0.4 0.3 2.7
Interest rates on deposits in%p.a. 1.22 1.29 1.55 1.38 1.25 1.20 1.18 1.01 0.84 0.65
Deposits growth in % 8.2 11.8 10.8 10.0 5.6 5.4 4.7 3.2 2.9 4.1
Share of non-performing loans in % 3.7 3.2 3.0 3.7 4.8 5.3 5.2 5.2 4.9 4.5
Loans to deposits ratio in% 43 51 59 62 64 65 65 65 65 66
Loans to deposits ratio (Eurozone) in% 99 99 94 89 90 90 87 84 82 81
Non-financial firms—MFI (CR, unless stated otherwise)
Interest rates on loans in%p.a. 4.29 4.85 5.59 4.58 4.10 3.93 3.69 3.19 3.00 2.77
Loans growth in % 17.3 18.5 18.6 0.0 -4.8 5.2 2.5 0.1 -0.9 6.1
Interest rates on deposits in%p.a. 1.08 1.41 1.80 0.87 0.56 0.52 0.56 0.41 0.29 0.19
Deposits growth in % 10.5 10.0 5.7 -2.9 6.9 2.3 8.2 4.4 5.4 7.0
Share of non-performing loans in % 4.5 3.8 3.6 6.2 8.6 8.5 7.8 7.4 7.1 6.0
Loans to deposits ratio in % 113 122 137 141 125 129 122 117 110 109
Loans to deposits ratio (Eurozone) in%: 306 308 329 326 308 301 291 264 239 211

Source: CNB, ECB. Calculations of the MoF.
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Table 1.3.4: Interest Rates, Deposits and Loans — quarterly

2014 2015 2016
Q4 Qi1 Q2 Q3 Q4 Qi Q2 Q3
Households—MFI (CR, unless stated otherwise)
Interest rates on loans in%p.a. 5.40 5.28 5.18 5.11 4.97 4.85 4.70 4.54
Loans growth in % 2.7 2.9 3.9 5.6 6.9 7.5 7.3 6.6
Loans without housing loans growth in % -1.2 -1.4 1.0 4.9 6.1 6.9 5.5 2.8
Interest rates on deposits in%p.a. 0.77 0.72 0.66 0.62 0.59 0.55 0.48 0.43
Deposits growth in % 3.7 4.0 3.9 3.8 4.8 5.8 6.5 7.7
Share of non-performing loans in % 4.8 4.7 4.5 4.5 4.2 4.0 3.7 3.4
Loans to deposits ratio in % 65 65 65 67 66 66 66 66
Loans to deposits ratio (Eurozone) in% 81 81 81 81 81 81 80 80
Non-financial firms—MFI (CR, unless stated otherwise)
Interest rates on loans in%p.a. 2.93 2.88 2.80 2.72 2.67 2.63 2.60 2.58
Loans growth in % -0.1 2.0 4.8 9.8 7.8 5.3 3.5 1.3
Interest rates on deposits in %p.a. 0.24 0.22 0.20 0.17 0.15 0.13 0.11 0.09
Deposits growth in % 3.8 3.8 5.4 9.2 9.7 7.2 4.9 2.5
Share of non-performing loans in % 6.8 6.5 6.1 5.7 5.6 5.4 5.1 5.1
Loans to deposits ratio in % 107 110 111 111 105 108 109 110
Loans to deposits ratio (Eurozone) in % 230 217 216 210 202 203 202 197
Source: CNB, ECB. Calculations of the MoF.
Graph 1.3.6: Ratio of Bank Loans to Households to GDP
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Table 1.3.5: Exchange Rates — yearly
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
Nominal exchange rates
CZK / EUR average; 24.59 25.14 2598 27.53 27.28 27.04 26.9 26.3 25.6 25.0
appreciation in % 2.8 2.2 -3.2 -5.6 0.9 0.9 0.5 2.4 2.5 2.5
CZK / USD average: 17.69 19.59 19.57 20.75 24.65 24.44 25.6 25.0 244 238
appreciation in % 8.0 9.7 0.1 -5.7 -15.8 0.8 -4.6 2.4 2.5 2.5
NEER averageof 2010=100; 103.1 99.5 97.3 92.5 92.5 94.6 95 97 99 102
appreciation in % 3.1 -3.5 -2.2 -4.9 -0.1 2.4 -0.1 2.4 2.5 2.5
Real exchange rate to EA19Y average of 2010=100; 101.7 99.7 96.7 92.7 93.4 94 94 97 100 103
appreciation in % 1.7 -2.0 -3.0 4.1 0.8 0.8 0.2 2.8 3.1 3.2
REER average of 2010=100} 102.1 99.2 96.9 91.8 91.3
(Eurostat, CPI deflated, 42 countries) appreciation in % 2.1 -2.8 2.3 5.2 0.6

v Deflated by GDP deflators.
Source: CNB, Eurostat. Calculations of the MoF.
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Table 1.3.6: Exchange Rates — quarterly

2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Nominal exchange rates
CZK / EUR average 27.04 27.04 27.03 27.03 27.0 27.0 26.9 26.7
appreciation in % 2.2 1.3 0.2 0.1 0.0 0.0 0.6 1.3
CZK / USD average 24.54 23.94 24.21 25.07 25.7 25.7 25.6 25.4
appreciation in % 0.0 3.6 1.3 -1.4 -4.7 -7.0 -5.4 -1.4
NEER average of 2010=100 94.9 94.7 94.7 94.4 94 94 95 95
appreciation in % 3.5 3.9 1.3 0.8 -0.8 -0.6 0.0 1.0
Real exchange rate to EA19 b average of 2010=100 94.2 93.9 94.1 94 93 94 95 95
appreciation in % 2.4 0.9 0.2 -0.2 -0.9 0.2 0.4 1.1
REER average of 2010=100 94.1 93.5
(Eurostat, CPl deflated, 42 countries) appreciation in % 3.8 4.1
& Deflated by GDP deflators.
Source: CNB, Eurostat. Calculations of the MoF.
Graph 1.3.7: Nominal Exchange Rates
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Graph 1.3.9: Real Exchange Rate to EA19
deflated by GDP deflators, YoY growth rate in %, contributions in percentage points
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1.4 Structural Policies

1.4.1 Business Environment

An amendment to the Insolvency Act, approved by the
Chamber of Deputies on 9 December 2016, should en-
hance the transparency of insolvency proceedings and
reduce administrative tasks of insolvency courts. It will
also strengthen regulation of entities providing services
related to the institution of debt relief and it will intro-
duce stronger protection against vexatious insolvency
petitions.

1.4.2 Taxes

The Act on Fiscalization of Cash Payments, which came
into effect on 1 December 2016, obliges selected busi-
ness entities to carry out fiscalization of cash payments
through a permanent electronic connection. Companies
engaged in the accommodation and food services sec-
tors joined the system in the first stage. Companies in
the wholesale and retail sectors will join on 1 March
2017, the remaining entrepreneurial sectors (e.g. free-
lance professions, transport, agriculture) on 1 March
2018, and selected craftsmen professions and produc-
tion activities on 1 June 2018.

Together with the previous bill, an Act amending some
laws in connection with the adoption of the Act on
Fiscalization of Cash Payments came into effect on the
same day. In order to compensate the costs of introduc-
ing fiscalization of cash payments, a single tax allowance
of CZK 5,000 was provided to personal income tax pay-
ers. At the same time, food services excluding the sale of
beverages containing alcohol were reclassified from the
basic VAT rate (21%) to the first reduced VAT rate (15%).

The Act on Gambling and the related Act on Gambling
Tax, which came into effect on 1 January 2017, should
prevent and fight against social pathological phenomena
related to gambling, open the Czech gambling market for
operators located in the EU and make tax collection
more effective. In this connection, a gambling tax has
been introduced; the tax rate was set at 35% for tech-
nical games and 23% for other types of gambling.

On 19 December 2016, the President signed the amend-
ment to the Act on Excise Duties, introducing returns of
excise duty on fuels for animal husbandry farmers, fish
farmers and forest management companies. The amend-
ment will come into effect on 1 March 2017.

On 13 January 2017, the Chamber of Deputies approved
a draft Act amending some acts in the sphere of taxes.
In order to strengthen the fight against tax evasion, the
institute of unreliable person was introduced, i.e. a natu-
ral or legal person breaching its duties related to VAT
administration in a serious manner. Further, the draft
increases tax credits for the second, third and any addi-
tional child, tightens conditions for the payment of a tax
bonus for a maintained child and regulates the tax re-
gime for incomes from small-scale dependant activity up
to CZK 2,500. Last but not least, it lowers the limit for
lump-sum expenses of self-employed persons to
CZK 1 million. The Act should come into effect on 1 April
2017.

An amendment to the Value Added Tax Act, which was
re-approved by the Chamber of Deputies on 10 January
2017, reduces the VAT rate for newspapers and maga-
zines from 15% to 10%. The amendment is scheduled to
come into effect on the fifteenth day following its publi-
cation.

1.4.3 Financial Markets

The Act on Consumer Loans, transposing into the Czech
legal system the Directive on credit agreements for con-
sumers relating to residential immovable properties (the
Mortgage Credit Directive, MCD) and, at the same time,
unifying regulation of all types of consumer loans, came
into effect on 1 December 2016. The new legal regula-
tion has strengthened the position of consumers, limited
sanctions for late loan repayments and strengthened the
responsibility of creditors for granting loans. At the same
time, it solves serious and systematic problems in the
sector of non-banking providers and loan intermediaries,
in particular unfair trading practices and the low exper-
tise and credibility of some loan distributors. Supervision
over all loan providers and intermediaries has been
transferred to the CNB.

1.4.4 Labour Market

The Government Regulation on the minimum wage of
5 October 2016 entered into effect on 1 January 2017,
increasing the minimum wage to 11,000 CZK monthly
(i.e. an increase by 11.1%) for all categories of employ-
ees, including recipients of disability pensions, and in-
creasing the lowest levels of guaranteed wage for all
categories of work.
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1.5 Demographic Trends

The population of the Czech Republic is steadily and
slightly rising. As of 30 September 2016, 10.572 million
people lived in the CR. Its population increased by
18.6 thousand persons during the first three quarters of
2016. This increase was mainly due to positive net mi-
gration of 12.6 thousand persons. Similarly as in previ-
ous years, most persons who moved to the CR were
from Slovakia and Ukraine.

According to the newly published data, these states also
account for the highest shares among foreigners living in
the Czech Republic. In 2015, 105.6 thousand Ukrainian
citizens lived in the CR, thus making 1.0 % of the popula-
tion of the CR. There were only slightly fewer Slovak
citizens (101.6 thousand). Citizens of Vietnam, Russia,
Poland and Germany also have a significant share in the
number of foreigners in the CR. In total, 464.7 thousand
foreigners resided in the CR, with the share of citizens of
other states in the population of the CR being 4.4 %.

Foreign nationals make up a considerable part of the
workforce. 407 thousand foreigners worked in the CR in
2015, who thus contributed to the overall employment
with approximately 8 %.
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As far as the age structure of the population is con-
cerned, the fastest growing age category is that of sen-
iors over the age of 64; their number in the third quarter
of 2016 increased by 51 thousand YoY. The number of
children under the age of 14 increased by 25 thousand.

A long-term trend is a gradual decrease in the working-
age population (15-64 years). In the third quarter of
2016, the YoY decrease in this category was 55 thousand
persons, which corresponds to 0.8 % (see Graph 1.5.2).
However, the development of its structure is not homo-
geneous. There has been a considerable increase in the
number of citizens in the age group 40-54 years, by
61 thousand. People of this age group show the highest
employment and participation rates, which fully elimi-
nates, thus far, the impact of population ageing on the
size of the labour force.
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The share of seniors aged over 64 years in the total
population reached 18.6 % in the third quarter of 2016
and, due to the lengthening life expectancy and demo-
graphic structure, it should regularly increase approxi-
mately by 0.5 pp per year. The number of seniors in the
population should thus exceed 2 million persons during
the year 2017. From the perspective of the sustainability
of the pension system, however, increases in the retire-
ment age are adequate to match the lengthening of life
expectancy in the next 20-25 years. Problems, however,
could occur after 2040, when boomers born around
1975 are going to retire.

The number of old-age pensioners in 2012-2014 more
or less stagnated, which was a result of a high increase in
their number following a parametric change in the sys-
tem in 2011 (see Graph 1.5.5). Since 2015, growth of the
number of pensioners resumed, being roughly in line
with demographic development and the increasing stat-
utory retirement age. At the end of September 2016, the
YoY increase was 19 thousand pensioners. The entire
increase is manifested in the category of reduced old-age
pensions (after early retirement), whereas the number
of full pensions stagnates (see Graph 1.5.5).
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Table 1.5.1: Demographics

in thousands of persons (unless stated otherwise)

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
Population (as of 1 January) 10487 10505 10516 10512 10538 10554 10569 10583 10596 10608
growth in % -0.2 0.2 0.1 0.0 0.2 0.1 0.1 0.1 0.1 0.1
0-14 years 1522 1541 1560 1577 1601 1624 1638 1646 1651 1650
growth in % 1.8 1.3 1.2 11 1.5 1.4 0.9 0.5 0.3 0.0
15-64 years 7328 7263 7188 7109 7057 6998 6942 6889 6842 6801
growth in % -1.2 -0.9 -1.0 -1.1 -0.7 -0.8 -0.8 -0.8 -0.7 -0.6
65 and more years 1637 1701 1768 1826 1880 1932 1989 2048 2103 2157
growth in % 2.4 3.9 3.9 33 3.0 2.8 2.9 3.0 2.7 2.5
Old-age pensioners (as of 1 January) R 2260 2340 2341 2340 2355 2377 2396 2414 2430 2443
growth in % 3.5 0.0 0.0 0.6 0.9 0.8 0.8 0.6 0.6
Old-age dependency ratios (as of 1 January, in %)
Demographic? 22.3 23.4 24.6 25.7 26.6 27.6 28.7 29.7 30.7 31.7
Under current legislation 3) 37.4 37.8 38.3 38.8 39.3 39.8 40.2 40.6 40.9 41.2
Effective ¥ 45.9 47.9 47.6 47.2 46.9 46.8 46.5 46.8 46.9 47.0
Fertility rate 1.427 1.452 1.456 1.528 1.570 1.46 1.46 1.47 1.47 1.48
Population increase 19 11 -4 26 16 15 14 13 12 10
Natural increase 2 0 -2 4 0 -4 -5 -6 -8 -9
Live births 109 109 107 110 111 101 99 98 96 95
Deaths 107 108 109 106 111 105 105 104 104 104
Net migration 17 10 -1 22 16 19 19 19 20 20
Immigration 23 30 30 42 35
Emigration 6 20 31 20 19

Y In 2010 disability pensions of pensioners over 64 were transferred into old-age pensions.
) Demographic dependency: ratio of people in senior ages (65 and more) to people in productive age (15—-64).
¥ Dependency under current legislation: ratio of people above the official retirement age to the people over 19 below the official retirement age.
Y Effective dependency: ratio of old-age pensioners to working people (LFS methodology).

Source: Czech Social Security Administration, CZSO. Calculations of the MoF.

Graph 1.5.4: Dependency Ratios
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Graph 1.5.5: Old-Age Pensioners
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2 Economic Cycle

2.1 Position within the Economic Cycle

Approximately since the beginning of 2015, the economy
has been, according to our calculations, in the conditions
of a slightly positive output gap (see Graph 2.1.1), which,
however, has not been expanding so far. Compared with
the previous quarter, the output gap narrowed to an
estimated 0.5% of potential product in the third quarter
of 2016, owing to a slowdown in the growth of GVA.
Given the forecast of economic growth and the expected
development of potential product, the positive output
gap should expand in the course of this year and subse-
guently remain relatively stable.

In the economy the positive output gap manifests itself
mainly on the labour market. Since the beginning of
2014, the unemployment rate (LFS) has been under its
long-term average, and it continues to decline. The num-
ber of vacancies recorded by the Ministry of Labour and
Social Affairs highly exceeds the average level, showing
considerable YoY increases. In the case of some profes-
sions or regions, mismatches between supply and de-
mand have been manifesting themselves more and more.
This fact is reflected in a dynamic wage growth.

The positive output gap can be considered, in addition to
cost factors, to be one of the causes of the current accel-
eration in the consumer prices growth (see Chapter 3.2).

The YoY growth in potential product (based on GVA) has
been accelerating since 2014 and it reached 2.1 % in the
third quarter of 2016. We consider this a result ap-
proaching growth possibilities of the Czech economy,
which we approximate by long-term average of growth
in GVA (and potential product).

Total factor productivity is the main driver of accelera-
tion of potential growth. The contribution of its trend
component, derived by the Hodrick-Prescott filter, in-
creased from a minimum of 0.3 pp during the recession
in 2012 to 1.5 pp in the third quarter of 2016.

Table 2.1.1: Output Gap and Potential Product

The decrease or only modest growth of investments in
2008-2013 has contributed to the slowdown of poten-
tial product growth. The 2015 investment wave, sup-
ported by efforts for maximal possible utilization of EU
funds, has led to an increase in the contribution of capi-
tal stock from 0.3 pp at the turn of 2013 and 2014 to
0.6 pp in the fourth quarter of 2015. The current de-
crease in investment, however, leads to a repeated, yet
only a slight, reduction in the contribution of capital
stock to 0.5 pp.

Labour supply is being affected by a long-lasting de-
crease in the working-age population, caused by the
process of population ageing (see Chapter 1.5). In the
third quarter of 2016, demographic development
slowed potential product growth by 0.4 pp.

The negative impact of the decline in the population
aged 15-64 years on labour supply is more than com-
pensated by an increase in the participation rate. Its
increase by 6.0 pp in comparison with the beginning of
2011 is exceptional both in the historical context of the
Czech economy and when compared to other European
countries. Structural factors — an increase in the number
of inhabitants in age groups with naturally high partici-
pation, labour market flexibility and an increase in the
statutory and effective retirement age — are predominat-
ing here. In the third quarter of 2016, the contribution of
the participation rate to potential product growth
reached 0.8 pp.

From a long-run perspective, the regular average work-
ing time is shortening in the Czech Republic. As the eco-
nomic cycle progresses, however, the intensity of this
factor’s effect is decreasing. In the third quarter of 2016,
the contribution of the number of hours usually worked
was only 0.1 pp versus 0.4 pp at the end of the recession
in the first quarter of 2013.

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Q1-3

Output gap % 3.9 3.9 -3.7 -2.0 -0.7 2.3 -3.8 -1.6 0.6 0.7

Potential product * growth in % 4.0 3.4 2.1 0.9 0.7 0.9 1.0 1.1 1.8 2.1
Contributions

Trend TFP pp 2.9 2.0 1.2 0.7 0.4 0.4 0.6 0.9 1.3 1.4

Fixed assets pp 1.1 1.2 0.8 0.6 0.6 0.5 0.4 0.4 0.5 0.5

Demography ?! pp 0.3 0.3 01 02 04 05 05 05 -04 -04

Participationrate pp -0.2 0.0 0.3 0.1 0.3 0.8 1.0 0.5 0.5 0.7

Usually worked hours pp 0.0 -0.1 -0.3 -0.3 -0.2 -0.3 -0.3 -0.2 -0.1 -0.1

Y Based on gross value added.
2 contribution of growth of working-age population (15-64 years).
Source: CZSO. Calculations of the MoF.
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Graph 2.1.1: Output Gap
in % of potential product
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Graph 2.1.5: Capacity Utilisation in Industry
smoothed by Hodrick-Prescott filter, in %
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Graph 2.1.2: Potential Product

YoY growth rate in %, contributions in percentage points
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Graph 2.1.4: Levels of Potential Product and GVA
in bill. CZK of 2010
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Graph 2.1.6: Total Factor Productivity
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2.2 Business Cycle Indicators

Confidence indicator in industry continued to grow in
the fourth quarter of 2016, which points to a likely in-
crease in the YoY dynamics of GVA in industry.

Having dropped sharply in previous quarters, the confi-
dence indicator in construction recorded a slight in-
crease. This indicates that the YoY decline of GVA in the
sector, which was strongly influenced by a lower volume
of investment from EU funds, stopped deepening. How-
ever, we cannot omit here the fact that the correlation
between the development of confidence and GVA in
construction is very low, as is apparent from Graph 2.2.2.

Growth of confidence in trade and services accelerated
in the fourth quarter of 2016, which points to a resump-
tion of the high rate of YoY growth of GVA in this sector.

The consumer confidence indicator developed similarly.
It increased sharply in the fourth quarter of 2016 and

Graph 2.2.1: Confidence and GVA in Industry
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Graph 2.2.3: Confidence and GVA in Trade and Services
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reached a record-breaking value, which indicates an
increase in the growth momentum of household con-
sumption at the end of 2016 and the beginning of 2017.
This conclusion results from the fact that the develop-
ment of the consumer confidence indicator leads house-
hold consumption by 1-2 quarters.

For the fourth quarter of 2016 the composite confidence
indicator (owing to the strengthening of all its compo-
nents) signals an acceleration in the YoY growth of GVA.

Throughout 2016, the composite leading indicator pre-
dicted the development of the relative cyclical compo-
nent of GVA very precisely. For the fourth quarter of
2016 it indicates rather a stabilization of the relative
cyclical component, though for the first quarter of 2017
it forecasts a marked increase in the positive output gap.
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Graph 2.2.4: Consumer Confidence and Consumption
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Graph 2.2.5: Composite Confidence Indicator and GVA
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Graph 2.2.6: Composite Leading Indicator
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3 Forecast of the Development of Macroeconomic

Indicators

3.1 Economic Output

3.1.1 GDP in the Third Quarter of 2016

Economic performance measured by real GDP rose by
1.6% YoY (versus 1.5%) in the third quarter of 2016;
seasonally adjusted GDP increased by 0.2% QoQ (versus
0.3%). Gross value added was up by 0.1% QoQ, driven
mainly by manufacturing and real estate activities. On
the contrary, only non-manufacturing industry (mining
and quarrying, electricity supply and water supply)
weighed on the growth of GVA. Contributions of other
sectors were negligible. The Czech Statistical Office re-
vised the structure of GDP growth for the second quar-
ter of 2016 while maintaining its overall dynamics.
Growth of household and general government consump-
tion was revised up, as well as investment in fixed capital
(smaller decrease). However, modifications of the dy-
namics of import and export offset these changes.

The YoY increase in GDP in the third quarter of 2016
reflected growing foreign and, most importantly, domes-
tic demand. The main growth driver was final consump-
tion expenditure of both households and the govern-
ment. Gross fixed capital formation had a negative effect
on GDP growth; however, the negative contribution of
total investment was mitigated by an increase in invento-
ries. Growth rate of exports and imports has decreased
significantly; however, the balance of foreign trade in
goods and services contributed positively to real GDP
growth.

The increase in household consumption was due to
increasing disposable income and high consumer confi-
dence. Final consumption expenditure of households
were also supported by a significant YoY decrease in the
savings rate, which declined by 1.1 pp to 11.3%. Expendi-
ture on durable goods were the most dynamically grow-
ing component of household consumption, which is an
evidence that households are optimistic about future
economic developments, as expenditure on durable
goods may be postponed to a certain extent. Expendi-
ture on semi-durable goods, services and mainly non-
durable goods, which are less sensitive to economic
fluctuations, also contributed to total household con-
sumption growth. Household consumption increased by
2.7% (versus 2.3%) in real terms. General government
consumption increased by 1.2% (versus 2.2%) due to
purchases of goods and services and, to a lesser extent,
to growing employment in public administration.

The increased investment activity co-financed by the EU
funds from the previous financial perspective had sub-
sided, which was fully reflected in a decrease of gross
fixed capital formation by 2.8% (versus 5.3%). This effect

influenced in particular investment of the general gov-
ernment sector but also to a large extent private invest-
ment activity, which has nevertheless posted an acceler-
ation of growth. Gross fixed capital formation was
dragged down by a slump in investment in other build-
ings and structures, and to a lesser extent by a fall in
investment in information and communication technolo-
gies and other machinery and equipment. Purchases of
transport equipment, investment in dwellings and intel-
lectual property products had an impact in the opposite
direction. Considering the positive contribution of inven-
tories, gross capital formation decreased less than in-
vestment in fixed capital, specifically by 1.4% (versus
3.8%).

Amid a slowdown of exports of both components, the
YoY growth of exports of goods and services decreased
by 6.8 pp to 1.1% (versus 5.4%) compared to the previ-
ous quarter, due to slower export market growth and
recently also deteriorated export performance. Imports
of goods and services increased by 0.6% (versus 4.3%)
and its weaker dynamics reflected mainly a significant
export slowdown and a slump in import-intensive invest-
ment demand.

A higher decrease in import prices compared to export
prices resulted in an improvement of the terms of trade
of 1.1% (versus 0.6%). The trading gain resulting from
foreign trade brought about a situation where real gross
domestic income, which unlike GDP includes this factor,
increased by 2.4% YoY (versus 2.0%).

Gross operating surplus fell by 0.2% (versus 0.7%), com-
pensation of employees rose by 6.1% (versus 5.3%) and
net taxes on production were up by 6.0% YoY (versus
4.7%). As a result, nominal GDP recorded growth of 2.9%
(versus 2.1%).

3.1.2 Estimate for the Fourth Quarter of 2016

The estimate of GDP and its structure is based on the
aforementioned revision of data for the second quarter
of 2016 and the deviation of the estimate for the third
quarter from the actual outcome. We estimate that in
the fourth quarter of 2016 real GDP increased by 2.2%
YoY (versus 2.1%) and by 0.7% QoQ (versus 0.5%). The
estimated increase in the QoQ dynamics of GDP reflects
the data on the development of the economy in the
fourth quarter available as of the cut-off date of the
Forecast (industrial and construction production, sales in
retail and in services, and confidence indicators).

We suppose that GDP growth was mainly due to the
growth of household consumption and foreign trade.

29



30

Due to increasing disposable income and record-high
consumer confidence, the final consumption expendi-
ture of households and the government could have in-
creased by 2.8% YoY (versus 2.5%) and 2.0% (versus
2.1%), respectively. According to our estimate, gross
fixed capital formation decreased by 3.1% (versus 4.1%)
due to a gradual start of utilization of EU funds from the
2014-2020 financial perspective. The growth rate of
investment was also adversely affected by the effect of
high comparison base from the end of 2015, which was
influenced by culminating utilization of EU funds from
the previous programming period and a one-off imputa-
tion of financial lease of military aircraft. Despite the
one-off effects, growth of nationally funded projects was
apparent in the accelerating dynamics of private invest-
ment activity.

Foreign trade may have had a positive impact on GDP
dynamics, mainly thanks to an increase in export perfor-
mance and export market growth. We estimate that
exports of goods and services increased by 4.8% (versus
4.5%) and imports, in relation to the development of
domestic demand and exports, by 3.7% (versus 3.8%).

3.1.3 Forecast for the Years 2017 and 2018

In 2017, economic growth should be driven mainly by
domestic demand lead by final consumption expenditure
of households and resumed investment activity of firms
and the government. GDP growth should also be
strengthened by government consumption and foreign
trade. We expect real GDP to grow by 2.6% (versus 2.5%)
in 2017 and by 2.4% in 2018.

Household consumption will be supported by growth of
real disposable income, which will, however, be slower
than in 2016, and by a decrease in the savings rate. In
2017, the development of household consumption
should positively reflect also the dynamics of consumer
loans and consumers’ optimistic expectations (see Chap-
ter 2.2). Household consumption could thus increase by
2.4% (versus 2.8%) in 2017 as well as in 2018.

We expect general government consumption to increase
by 1.6% (unchanged) in 2017 and by 1.4% in 2018. The
main driver of government consumption growth in 2017
will be an increase in the compensation of employees,
partially related to the planned creation of up to
7.5 thousand new jobs (in particular in the regional
school system and the army). The contribution of ex-
penditure on goods and services should be lower than in
2016 due to reduced growth of operating expenses asso-

ciated with transport infrastructure in favour of resump-
tion of investment activity of the government.

In 2017, private investment activity and government
sector investment will influence the growth of gross
fixed capital formation positively. Private investment will
be supported by growth in gross operating surplus,
eased monetary conditions (we expect recovery of
growth in loans to non-financial corporations in 2017)
and above-average utilization of production capacities in
manufacturing due to the position of the economy in the
economic cycle. Also, increasing lack of employees could
motivate businesses to invest in increasing labour
productivity. Conversely, increased risks in the external
environment could weigh on private investment. In the
case of the government sector investment, we expect
stable growth of investment expenditure financed from
national resources in both 2017 and 2018. Government
investment financed from national resources has so far
been lagging behind its pre-crisis levels. Furthermore,
government and private investment activity in 2017 and
2018 should be supported by the start of drawdown of
EU funds from the 2014-2020 financial perspective.

Gross fixed capital formation could thus increase by 3.8%
in 2017 (versus 2.8%) and by 3.0% in 2018 with a posi-
tive contribution of government and especially private
investment.

Contribution of a change in inventories to GDP growth
should be zero both in 2017 and in 2018. We expect
gross capital formation to increase by 3.6% (versus 2.4%)
in 2017 and by 2.7% in 2018. The forecast of total invest-
ment has been revised exclusively due to a revision of
the forecast for gross fixed capital formation growth.

We expect that exports of goods and services will grow
by 4.0% (versus 4.8%) in 2017 and by 4.3% in 2018.
Lower growth dynamics compared to 2016 reflects the
expected slowdown of export market growth without a
sufficient acceleration of export performance (see Chap-
ter 3.4). The development of exports reflects weakening
of mainly German foreign trade. The pro-growth effect
of low crude oil price will have been exhausted in 2017.
On the side of imports of goods and services, we expect
influence of a slower growth rate of exports, which will,
however, be offset by the growth of gross domestic ex-
penditure and in that context mainly by import-intensive
investment demand. Hence, imports will probably grow
by 4.1% (versus 5.0%) in 2017 and by 4.2% in 2018.



Table 3.1.1: Real GDP by Type of Expenditure — yearly

chained volumes, reference year 2010

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
Gross domestic product bill. czk 2010y 4033 4001 3981 4089 4275 4382 4494 4603 4716 4826
growth in % 2.0 -0.8 -0.5 2.7 4.5 2.5 2.6 2.4 2.4 2.3
Private consumption expenditure 1 bill. czk 2010 1952 1929 1939 1973 2034 2089 2139 2189 2238 2285
growth in % 0.3 -1.2 0.5 1.8 3.0 2.7 2.4 2.4 2.2 2.1
Government consumption exp. bill. CZK 2010 792 776 796 804 820 837 850 862 873 885
growth in % -2.2 -2.0 2.5 1.1 2.0 2.0 1.6 1.4 1.3 1.4
Gross capital formation bill. czk 2010f 1094 1051 997 1083 1191 1178 1221 1254 1288 1324
growth in % 1.8 -3.9 5.1 8.6 10.0 -1.1 3.6 2.7 2.7 2.8
Gross fixed capital formation bill. czk 2010 1075 1042 1016 1056 1151 1123 1166 1201 1237 1274
growth in % 0.9 3.1 -2.5 3.9 9.0 2.4 3.8 3.0 3.0 3.0
Change in stocks and valuables bill. CZK 2010 18 9 -19 26 40 56 55 54 51 50
Exports of goods and services bill. czk 2010f 2856 2978 2984 3242 3492 3657 3802 3965 4141 4327
growth in % 9.2 4.3 0.2 8.7 7.7 4.7 4.0 4.3 4.4 4.5
Imports of goods and services bill. czk 20108 2661 2732 2734 3008 3256 3375 3514 3662 3820 3989
growth in % 6.7 2.7 0.1 10.1 8.2 3.7 4.1 4.2 4.3 4.4
Gross domestic expenditure bill. czk 2010 3838 3756 3733 3860 4043 4103 4208 4303 4397 4491
growth in % 0.2 2.1 -0.6 3.4 4.7 1.5 2.6 2.3 2.2 2.1
Methodological discrepancy 2 bill. CZK 2010 0 -1 0 -4 -5 -4 -4 -4 -5 -5
Real gross domestic income bill. czk2010F 3990 3942 3956 4112 4303 4441 4518 4642 4771 4900
growth in % 0.9 -1.2 0.4 3.9 4.6 3.2 1.7 2.7 2.8 2.7
Contributions to GDP growth *
Gross domestic expenditure pp 0.2 2.1 -0.6 3.2 4.4 14 2.4 2.1 2.0 2.0
Consumption pp -0.3 -1.0 0.8 11 1.8 1.7 1.4 1.4 1.3 1.2
Household expenditure pp 0.1 -0.6 0.3 0.9 15 1.3 1.1 1.1 1.1 1.0
Government expenditure pp -0.5 -0.4 0.5 0.2 0.4 0.4 0.3 0.3 0.2 0.3
Gross capital formation pp 0.5 -1.1 -1.3 2.1 2.6 -0.3 0.9 0.7 0.7 0.7
Gross fixed capital formation pp 0.2 -0.8 0.6 1.0 2.3 -0.6 1.0 0.8 0.8 0.8
Change in stocks pp 0.3 -0.2 0.7 1.1 0.3 0.4 0.0 0.0 0.0 0.0
Foreign balance pp 1.8 1.3 0.1 -0.5 0.1 1.1 0.2 0.3 0.4 0.4
External balance of goods pp 2.0 1.4 0.1 0.1 -0.6 0.9 0.1 0.2 0.3 0.3
External balance ofservices pp -0.2 -0.1 0.0 0.4 0.7 0.2 0.1 0.1 0.1 0.1
Gross value added bill. czk 2010 3655 3624 3606 3729 3876
growth in % 2.0 -0.8 0.5 34 3.9
Net taxes and subsidies on products bill. CZK 2010 378 376 375 363 399

Y The consumption of non-profit institutions serving households (NPISH) is included in the private consumption.

2 Deterministic impact of using prices and structure of the previous year for calculation of y-o-y growth.
% Calculated on the basis of prices and structure of the previous year with perfectly additive contributions.

Source: CZSO. Calculations of the MoF.
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Table 3.1.2: Real GDP by Type of Expenditure — quarterly

chained volumes, reference year 2010

2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Prelim. Estimate Forecast Forecast Forecast Forecast
Gross domestic product bill. CZK 2010 1022 1113 1110 1137 1059 1126 1139 1170
growth in % 2.7 3.6 1.6 2.2 3.6 1.2 2.6 2.9
growth in % Y 3.0 2.6 1.9 2.2 2.7 2.5 2.9 2.9
QoQin % 0.4 0.9 0.2 0.7 0.8 0.7 0.7 0.6
Private consumption expenditure 2 bill. CZK 2010 496 522 528 543 512 532 540 555
growth in % 2.4 3.0 2.7 2.8 3.3 1.8 2.2 2.2
Government consumption exp. bill. CZK 2010 194 204 203 236 197 207 206 240
growth in % 2.3 2.8 1.2 2.0 1.7 15 1.6 1.6
Gross capital formation bill. CZK 2010 246 303 326 303 257 305 342 317
growth in % 1.7 -1.6 -1.4 -2.4 4.2 0.8 4.8 4.7
Gross fixed capital formation bill. CZk 2010 249 270 290 314 258 276 302 329
growth in % -0.5 3.1 -2.8 -3.1 3.7 23 4.2 5.0
Change in stocks and valuables bill. CZK 2010 -3 33 36 -11 -1 29 40 -12
Exports of goods and services bill. CZK 2010 897 942 861 957 958 957 890 997
growth in % 5.0 7.9 1.1 4.8 6.8 1.6 3.3 4.3
Imports of goods and services bill. CZK 2010 811 857 807 900 864 873 837 940
growth in % 4.6 5.8 0.6 3.7 6.5 1.8 3.8 4.3
Gross domestic expenditure bill. CZK 2010 936 1029 1057 1082 966 1044 1087 1112
growth in % 2.2 1.6 1.1 1.2 3.2 15 2.8 2.8
Methodological discrepancy * bill. CzK 2010 0 -1 -2 -1 -1 -2 -2 0
Real gross domestic income bill. CZK 2010 1042 1131 1125 1143 1062 1136 1148 1173
growth in % 3.9 4.8 2.4 1.9 1.9 0.5 2.0 2.6
Gross value added bill. CzK 2010 930 1009 1001
growth in % 2.3 3.6 1.3
growth in % 2.7 2.6 1.6
QoQin %" 0.4 0.8 0.1
Net taxes and subsidies on products bill. CZK 2010 93 104 109

Y From seasonally and working day adjusted data
7 The consumption of non-profit institutions serving households (NPISH) is included in the private consumption.

3 Deterministic impact of using prices and structure of the previous year for calculation of y-o-y growth.

Source: CZSO. Calculations of the MoF.



Table 3.1.3: Nominal GDP by Type of Expenditure — yearly

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
Gross domestic product bill.czki 4034 4060 4098 4314 4555 4719 4885 5082 5298 5522
growth in % 2.0 0.6 0.9 5.3 5.6 3.6 3.5 4.0 4.2 4.2
Private consumption expenditure g bill.czki 1979 1998 2025 2074 2140 2213 2314 2407 2504 2604
growth in % 1.6 1.0 1.4 2.4 3.2 3.4 4.5 4.0 4.0 4.0
Government consumption exp. bill. CzK 813 804 826 849 890 926 962 986 1010 1035
growth in % 0.4 -1.1 2.7 2.8 4.8 4.0 3.9 2.5 2.4 2.5
Gross capital formation bill.czki 1087 1063 1011 1116 1246 1234 1291 1345 1401 1460
growth in % 1.2 2.2 -4.9 10.4 11.6 -1.0 4.6 4.2 4.2 4.2
Gross fixed capital formation bill.czki 1067 1052 1027 1084 1198 1173 1232 1287 1346 1406
growth in % 0.1 -1.4 2.4 5.5 10.5 2.1 5.0 4.5 4.5 4.5
Change in stocks and valuables bill. CZK 20 11 -16 32 48 61 59 57 55 54
External balance bill. CZK 154 195 236 275 279 346 318 345 383 423
Exports of goods and services bill.czki 2876 3092 3150 3561 3778 3817 3977 4112 4302 4529
growth in % 9.9 7.5 1.9 13.0 6.1 1.0 4.2 3.4 4.6 5.3
Imports of goods and services bill.czki 2722 2897 2914 3286 3499 3470 3659 3767 3919 4106
growth in % 9.1 6.5 0.6 12.8 6.5 -0.8 5.4 3.0 4.1 4.8
Gross national income bill.czk; 3728 3808 3854 4022 4255 4453 4614 4800 5007 5223
growth in % 2.0 2.1 1.2 4.4 5.8 4.6 3.6 4.0 4.3 4.3
Primary income balance bill. CZK -305 -252 -245 -292 -299 -266 -271 -283 -291 -299
Y The consumption of non-profit institutions serving households (NPISH) is included in the private consumption.
Source: CZSO. Calculations of the MoF.
Table 3.1.4: Nominal GDP by Type of Expenditure — quarterly
2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Prelim. Estimate Forecast Forecast Forecast Forecast
Gross domestic product bill. czK 1095 1194 1196 1234 1138 1224 1239 1283
growth in % 4.0 4.5 2.9 3.2 3.9 2.5 3.6 3.9
Private consumption expenditure * bill. czK 521 551 561 581 550 574 585 604
growth in % 2.6 3.1 3.5 4.5 5.7 4.2 4.4 4.0
Government consumption exp. bill. cZK 207 223 223 272 218 233 231 280
growth in % 4.3 4.2 3.1 4.5 5.0 4.8 3.5 2.8
Gross capital formation bill. CZK 259 316 341 318 271 321 361 338
growth in % 2.2 -2.0 -1.4 -1.9 4.7 1.7 5.8 6.1
Gross fixed capital formation bill. czK 260 281 303 329 272 291 320 349
growth in % -0.3 3.1 2.4 2.3 4.6 3.4 5.4 6.3
Change in stocks and valuables bill. CzKk -1 35 38 -11 -1 31 41 -12
External balance bill. czK 108 104 70 63 99 96 62 62
Exports of goods and services bill. czK 934 978 898 1006 1000 1001 931 1046
growth in % 0.1 2.6 -2.0 3.1 7.0 2.3 3.6 4.0
Imports of goods and services bill. CZK 826 874 828 942 900 905 869 984
growth in % -1.7 -0.8 -3.6 2.5 9.0 3.5 5.0 4.4

Y The consumption of non-profit institutions serving households (NPISH) is included in the private consumption.

Source: CZSO. Calculations of the MoF.
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Graph 3.1.1: Gross Domestic Product (real)
bill. CZK in const. prices of 2010, seasonally adjusted, black lines with labels show the average level and growth rate of GDP in the given year
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Graph 3.1.2: Gross Domestic Product (real)
QoQ growth rate, in %, seasonally adjusted, past probability distribution reflects the actual distribution of data revisions, future probability
distribution is based upon the MoF’s forecasting performance
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Source: CZSO. Calculations of the MoF.

Graph 3.1.3: Resources of Gross Domestic Product
QoQ real growth rate of GDP in %, contributions of individual components in percentage points, seasonally adjusted
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Graph 3.1.4: Gross Domestic Product by Type of Expenditure

YoY real growth rate of GDP in %, contributions of individual components in percentage points
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Source: CZSO. Calculations of the MoF.

Graph 3.1.5: Consumption of Households
consumption of households in domestic concept, YoY real growth rate in %, contributions of individual components in percentage points
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Graph 3.1.6: Gross Fixed Capital Formation
yearly moving sums, bill. CZK in const. prices of 2010, black lines with labels show the average level and growth rate of GFCF in the given year

1250

3.0
1200

A 9.0 > /
1100 ; \ ' 2.4

\ —o— ';/

59 -10.1

1000

Foreczfst
950

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Source: CZSO. Calculations of the MoF.

Macroeconomic Forecast of the CR 35
January 2017



Graph 3.1.7: Gross Fixed Capital Formation by Type of Expenditure
YoY real growth rate in %, contributions of individual components in percentage points
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Graph 3.1.8: Gross Fixed Capital Formation by Sector
YoY real growth rate in %, contributions of individual sectors in percentage points
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Graph 3.1.9: Nominal Gross Domestic Product
YoY growth rate of GDP in %, contributions of individual components in percentage points
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Table 3.1.5: GDP by Type of Income - yearly

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
GDP bill. czKt 4034 4060 4098 4314 4555 4719 4885 5082 5298 5522
growth in % 2.0 0.6 0.9 5.3 5.6 3.6 3.5 4.0 4.2 4.2
Balance of taxes and subsidies bill. czKk 369 385 402 381 433 456 466 487 502 517
% of GDP 9.1 9.5 9.8 8.8 9.5 9.7 9.5 9.6 9.5 9.4
growth in % 8.4 4.4 4.2 5.1 13.4 5.4 2.2 4.4 3.1 3.1
Taxes on production and imports bill. CZK 488 508 528 518 566
growth in % 9.2 4.1 3.9 -1.8 9.3
Subsidies on production bill. CZK 119 123 126 137 134
growth in % 11.8 3.0 2.7 8.5 -2.2
Compensation of employees bill.czki 1626 1665 1676 1735 1815 1919 2015 2105 2200 2292
(domestic concept) % of GDP 40.3 41.0 40.9 40.2 39.9 40.7 41.2 41.4 41.5 41.5
growth in % 2.3 2.4 0.7 3.5 4.7 5.7 5.0 4.5 4.5 4.2
Wages and salaries bill.czkt 1237 1269 1275 1321 1379 1457 1529 1598 1670 1740
growth in % 2.3 2.6 0.5 3.6 4.4 5.6 5.0 4.5 4.5 4.2
Social security contributions bill. CzK 390 396 402 414 436 462 485 507 530 552
growth in % 2.5 1.6 1.4 3.1 5.4 6.0 5.0 4.5 4.5 4.2
Gross operating surplus bill.czkt 2038 2010 2020 2198 2307 2344 2404 2491 2596 2712
% of GDP 50.5 49.5 49.3 50.9 50.6 49.7 49.2 49.0 49.0 49.1
growth in % 0.7 -1.4 0.5 8.8 5.0 1.6 2.5 3.6 4.2 4.5
Consumption of capital bill. czK 864 880 906 939 981 1002 1038 1082 1129 1174
growth in % 1.7 1.8 3.0 3.6 4.5 2.2 3.6 4.2 4.3 4.1
Net operating surplus bill.czky 1174 1130 1114 1259 1325 1342 1366 1409 1467 1538
growth in % 0.0 -3.8 -1.4 13.0 5.3 1.2 1.8 3.2 4.2 4.8
Source: CZSO. Calculations of the MoF.
Table 3.1.6: GDP by Type of Income — quarterly
2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Qa
Prelim. Prelim. Prelim. Estimate Forecast Forecast Forecast Forecast
GDP bill. cZK 1095 1194 1196 1234 1138 1224 1239 1283
growth in % 4.0 4.5 2.9 3.2 3.9 2.5 3.6 3.9
Balance of taxes and subsidies bill. czk 100 112 126 119 102 113 129 122
growth in % 10.4 -1.9 6.0 8.3 2.7 1.2 2.1 2.9
Compensation of employees bill. czk 460 475 475 509 484 499 498 534
(domestic concept) growth in % 5.9 5.4 6.1 5.4 5.2 5.1 4.8 4.8
Wages and salaries bill. czk 347 360 361 389 365 378 378 407
growth in % 6.0 5.4 5.7 5.4 5.2 5.1 4.8 4.8
Social security contributions bill. czK 113 115 114 121 119 121 119 126
growth in % 5.6 5.5 7.6 5.4 5.2 5.1 4.8 4.8
Gross operating surplus bill. czk 535 608 595 606 552 612 613 627
growth in % 1.4 5.0 -0.2 0.5 3.1 0.8 3.0 3.4

Source: CZSO. Calculations of the MoF.
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3.2 Prices

3.2.1 Consumer Prices

The average inflation rate in 2016 reached 0.7% (versus
0.5%) and was thus very low for the third year in a row.
Like in 2015, the low inflation was mainly due to factors
from the external environment, in particular a decrease
in crude oil price and the associated decrease in produc-
er prices in the euro area. However, these effects sub-
sided in the fourth quarter of 2016, which contributed to
an acceleration of YoY inflation. Domestic economic
development, which was characterised in 2016 by grow-
ing demand, positive output gap, very low unemploy-
ment rate and renewed growth in unit labour costs, had
a pro-inflationary effect. Administrative measures con-
tributed to consumer prices growth only very slightly.

Compared with the November forecast, the acceleration
in YoY inflation in the fourth quarter of 2016 was much
more rapid. In December 2016, the YoY growth in con-
sumer prices was 2.0% (versus 1.0%), hence reaching the
CNB’s inflation target. The contribution of administrative
measures to December YoY inflation was zero. The ob-
served YoY inflation deviated from the forecast mainly
due to unexpectedly fast growth in prices in the food
and non-alcoholic beverages division. Its contribution to
December YoY inflation amounting to 0.6 pp was the
greatest of all divisions of the consumer basket. The
deviation of the forecast from the actual outcome was
also due to an increase in prices in the food services and
accommodation division (a number of entities took ad-
vantage of the introduction of fiscalization of cash pay-
ments to increase prices). According to the Czech Statis-
tical Office, the reduction in VAT in food services from
21% to 15% was reflected in consumer prices by an im-
pact of —0.2 pp.

The aforementioned error in the November forecast is
a key reason for a significant increase in the forecast of
average inflation rate in 2017. Another, although less
important, reason is an increase in the expected crude
oil price (see Chapter 1.1.3). Administrative measures
should play only a negligible role in this year’s inflation.
As regards regulated prices, probably the greatest impact
will be due to cheaper natural gas (contribution —0.1 pp)
and as regards tax changes, further increase in excise
duty on tobacco products (contribution 0.1 pp). The
impact of reduced VAT for printed matter will be negli-
gible. We expect the contribution of administrative
measures to the YoY increase in consumer prices in De-
cember 2017 to reach 0.1 pp (unchanged).

The YoY inflation should hover near 2% in the first three
quarters of 2017, and it should slow down in the fourth
quarter mainly due to the base effect. The main factors
of price development will have a pro-inflationary effect
in 2017 because we expect, in comparison with 2016,
higher crude oil prices, continued growth in unit labour

costs and a positive output gap. We also assume that the
koruna will start appreciating only slightly from the third
quarter of 2017, and the effect of the exchange rate on
this year’s inflation should therefore be negligible. Food
prices pose a slight pro-inflationary risk.

In 2017, the average inflation rate should reach 2.0%
(versus 1.2%), with a YoY increase in consumer prices of
1.6% (versus 1.5%) in December.

With a small contribution of appreciating koruna, infla-
tion should slightly decrease in 2018 after the probably
one-off factors from the fourth quarter of 2016 (food
prices, introduction of fiscalization of cash payments)
subside. Stagnating price of crude oil should have a neu-
tral effect and administrative measures should have only
a very slight pro-inflationary effect. Similarly to this year,
inflation should reflect the growth in unit labour costs,
domestic demand and the positive output gap. In 2018,
the average inflation rate should be 1.6%, with a YoY
increase in consumer prices of 1.6% in December.

3.2.2 Deflators

Growth of GDP deflator by 1.3% (versus 0.6%) in the
third quarter of 2016 was due to an increase in the gross
domestic expenditure deflator by 0.8% (versus 0.4%) and
an improvement in terms of trade by 1.1% (versus 0.6%).

Lower crude oil prices played a role in the development
of price indexes. Terms of trade improved, in comparison
with the forecast, due to a greater decrease in import
prices. In comparison with the forecast, the household
and government consumption deflator growth increased
due to growing demand pressures and increase in aver-
age nominal wages in the general government sector.
The gross fixed capital formation deflator grew in line
with the forecast.

We expect the GDP deflator to increase by 0.9% in 2017
(unchanged) and by 1.6% in 2018 due to gradually grow-
ing inflation pressures. Terms of trade should decrease
by 1.0% (versus 0.3%) in 2017 and increase, in contrast,
by 0.4% in 2018. The gross domestic expenditure defla-
tor could increase by 1.8% (versus 1.3%) in 2017 and by
1.5% in 2018. The main change in the forecast for 2017,
which is an accelerated growth in the household and
government consumption deflator with deterioration of
terms of trade, is based on growing demand pressure in
the domestic economy in an environment of a positive
output gap and the increasing price of crude oil, which is
reflected in a more moderate decline of the import de-
flator. For 2018 we expect an increase in the gross do-
mestic expenditure deflator despite lower prices of im-
ported goods, and an improvement in terms of trade
due to a decrease in import prices influenced by appreci-
ation of the nominal exchange rate.



Table 3.2.1: Prices — yearly

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
Consumer Price Index
Average of ayear average2005=100; 117.1 121.0 122.7 123.2 123.6 1244 1269 1289 131.2 1333
growth in % 1.9 3.3 1.4 0.4 0.3 0.7 2.0 1.6 1.8 1.8
December average2005=100; 118.3 121.1 122.8 1229 123.0 1254 1274 1295 1319 1344
growth in % 24 24 1.4 0.1 0.1 2.0 1.6 1.6 1.9 1.9
Of which the contribution of:
Administrative measures ) percentage points 1.2 2.2 1.0 -0.2 0.1 0.0 0.1 0.2 0.2 0.2
Market increase percentage points 1.2 0.1 0.4 0.3 0.0 2.0 1.4 1.4 1.8 1.7
HICP average2005=100¢{ 116.2 120.3 1219 122.4 122.8 123.6 126.1 128.2 130.5 132.8
growth in % 2.1 3.5 1.4 0.4 0.3 0.6 2.1 1.6 1.8 1.7
Offering prices of flats

Czech Republic average 2010=100 95.1 96.1 97.2 100.7 1069 117.6

growth in % -4.9 1.1 1.1 3.6 6.2 10.0

Czech Republic excluding Prague  average 2010=100 96.6 92.5 91.3 93.0 97.7 107.1

growth in % 3.4 -4.2 -1.3 1.9 5.1 9.6

Prague average 2010=100 93.6 99.6 103.1 108.5 116.1 128.2

growth in % -6.4 6.4 3.5 5.2 7.0 10.4

Deflators

GDP average2010=100; 100.0 101.5 102.9 105.5 106.5 107.7 108.7 110.4 1123 1144
growth in % 0.0 1.5 1.4 2.5 1.0 1.1 0.9 1.6 1.8 1.8
Domestic final use average2010=100; 101.1 102.9 103.5 104.6 105.7 106.6 108.5 110.1 111.8 1135
growth in % 1.1 1.8 0.5 1.1 1.1 0.8 1.8 15 15 1.6
Consumption of households average2010=100; 101.4 103.6 104.5 105.1 105.2 1059 108.2 110.0 111.9 114.0
growth in % 1.4 2.2 0.8 0.6 0.1 0.7 2.1 1.6 1.8 1.8
Consumption of government average2010=100§ 102.7 103.6 103.8 105.6 108.5 110.6 113.2 1144 115.7 117.0
growth in % 2.7 0.9 0.2 1.7 2.8 2.0 23 1.1 1.1 1.1
Fixed capital formation average 2010=100 99.2 100.9 101.1 102.7 104.1 104.5 105.7 107.2 108.8 1104
growth in % -0.8 1.7 0.1 1.6 1.4 0.4 1.1 1.5 1.5 1.5
Exports of goods and services average2010=100: 100.7 103.8 105.6 109.8 108.2 104.4 104.6 103.7 103.9 104.7
growth in % 0.7 3.1 1.7 4.0 -1.5 -3.5 0.2 -0.9 0.2 0.8
Imports of goods and services average2010=100; 102.3 106.1 106.6 109.2 107.5 102.8 104.1 102.8 102.6 102.9
growth in % 2.3 3.7 0.5 2.5 -1.6 -4.3 1.3 -1.2 -0.2 0.3
Terms of trade average 2010=100 98.5 97.9 99.0 100.5 100.7 101.5 100.5 100.8 101.2 101.7
growth in % -1.5 -0.6 1.2 1.5 0.1 0.8 -1.0 0.4 0.4 0.4

Y The contribution of increase in regulated prices and in indirect taxes to increase of December YoY consumer price inflation.
Source: CZSO, Eurostat. Calculations of the MoF.
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Table 3.2.2: Prices — quarterly

2016 2017
Q1 Q2 Q3 Q4 Qi Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Consumer Price Index average 2005=100 123.7 124.3 124.5 125.0 126.3 127.0 127.1 127.2
growth in % 0.5 0.2 0.5 1.4 2.1 2.2 2.1 1.7
Of which the contribution of:
Administrative measures ! percentage points 0.2 0.2 0.1 0.1 -0.1 -0.1 -0.1 0.0
Market increase percentage points 0.3 0.0 0.4 1.3 2.2 2.3 2.1 1.7
HICP average 2005=100 122.9 1235 123.7 124.2 125.5 126.3 126.3 126.4
growth in % 0.5 0.2 0.6 1.5 2.2 2.2 2.1 1.7
Offering prices of flats

Czech Republic average 2010=100 1134 116.5 118.8 121.9

growth in % 10.2 10.3 9.9 9.9

Czech Republic excluding Prague average 2010=100 103.5 106.1 108.4 110.2

growth in % 10.1 9.9 10.1 8.5

Prague average 2010=100 123.2 126.8 129.2 133.7

growth in % 10.2 10.5 9.8 11.3

Deflators

GDP average 2010=100 107.2 107.3 107.8 108.5 107.5 108.7 108.8 109.6
growth in % 1.3 0.9 1.3 0.9 0.3 1.3 1.0 1.0
Domestic final use average 2010=100 105.4 105.9 106.5 108.2 107.6 108.2 108.4 109.8
growth in % 0.7 0.2 0.8 1.5 2.0 2.1 1.7 1.5
Consumption of households average 2010=100 105.0 105.6 106.2 106.9 107.4 108.0 108.5 108.8
growth in % 0.1 0.1 0.8 1.6 2.3 2.3 2.1 1.8
Consumption of government average 2010=100 107.0 109.1 110.0 115.4 110.5 112.6 112.1 116.7
growth in % 2.0 1.4 1.9 25 3.3 3.2 1.9 1.1
Fixed capital formation average 2010=100 104.5 104.3 104.5 104.7 105.4 105.4 105.7 106.1
growth in % 0.3 0.0 0.4 0.8 0.9 1.1 1.2 1.3
Exports of goods and services average 2010=100 104.2 103.9 104.3 105.1 104.4 104.6 104.6 104.8
growth in % -4.7 -4.9 3.1 -1.6 0.2 0.7 0.3 0.3
Imports of goods and services average 2010=100 101.9 102.0 102.6 104.6 104.2 103.7 103.8 104.7
growth in % -6.0 -6.2 4.1 -1.1 2.3 1.7 1.2 0.1
Terms of trade average 2010=100 102.2 101.8 101.6 100.5 100.1 100.9 100.7 100.1
growth in % 1.4 1.4 1.1 -0.4 -2.0 -1.0 -0.9 -0.4

Y The contribution of increase in regulated prices and in indirect taxes to increase of December YoY consumer price inflation.
Source: CZSO, Eurostat. Calculations of the MoF.

Graph 3.2.1: Consumer Prices
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Graph 3.2.2: Consumer Prices
decomposition of YoY growth of CPI, contributions in pp, CPI growth rate in %, Transport excluding administrative measures and excises
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Graph 3.2.3: Indicators of Consumer Prices
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Graph 3.2.5: Terms of Trade
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3.3 Labour Market

The labour market developed in line with the economic
cycle in the second half of 2016. A dynamic YoY growth
in employment driven by the number of employees and
entrepreneurs continued. The rates of employment and
economic activity for the age group 15-64 reached other
historically record-breaking values in the third quarter of
2016 (72.2% and 75.3%, respectively). The development
of the unemployment rate (LFS) was determined by
alow unemployment gap; as regards registered unem-
ployment, there has been, conversely, an acceleration in
the YoY decline. The number of vacancies remained high.
A slight decrease at the end of the year was due to sea-
sonal factors. This environment determined a dynamic
growth of the wage bill and the average wage.

3.3.1 Employment

Employment (LFS) grew by 1.8% YoY (versus 1.6%) in the
third quarter of 2016. The number of employees in-
creased by 1.9% (versus 2.1%), the number of entrepre-
neurs was up by 1.3% (versus decrease of 0.8%). The
numbers of entrepreneurs without employees continued
to grow (by 5.3%) and, conversely, the number of entre-
preneurs with employees again declined dramatically (by
10.9%).

Graph 3.3.1: Employees in Different Statistics
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From a sectoral perspective, employment growth (in
business statistics) was driven by manufacturing, but
there was strong growth also in the areas of real estate
and professional, scientific and technical activities. In
contrast, a decrease was recorded in mining and quarry-
ing (by more than 5%), construction and agriculture.

The lack of workers is already manifested in a wide range
of industries — in addition to manufacturing, it is in ac-
commodation, food services, transport and other sec-
tions of the tertiary sector. An increasing number of
companies are forced to tackle this problem by hiring
foreign workers.

We estimate that employment increased by 1.8 % in
2016 (versus 1.6%). For 2017 and 2018, we expect only
a slight increase in employment by 0.3% (unchanged).

Here we take into account the fact that due to demo-
graphic factors and very low unemployment rate there is
only very little room for further growth of employment
(LFS methodology).

3.3.2 Unemployment

The continued economic growth has led to a further
reduction in the number of registered unemployed per-
sons (by 72 thousand YoY in December) as well as those
according to the LFS statistics (by 44 thousand YoY in the
third quarter).

Graph 3.3.2: Indicators of Unemployment
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Note: Share of unemployed (Ministry of Labour and Social Affairs) is
defined as a share of available job seekers aged 15 to 64 years in the
population of the same age.

Despite stronger than estimated decrease in the share of
unemployed persons to 5.0% (versus 5.2%) in the fourth
quarter of 2016, this indicator reached 5.6% (in line with
the forecast) in 2016 as a whole. For 2017 and 2018 we
expect a faster decline in the share of unemployed per-
sons to 4.9% and 4.7%, respectively (versus 5.2% and
5.1%, respectively). In addition to the aforementioned
sharper decline at the end of the last year, this is also
due to the fact that with the current labour market situ-
ation even the hard-to-employ, who gave up looking for
a job in the previous period, can find work (the share of
long-term unemployed persons is decreasing). Pending
legislative changes (limitation of the possibility of a non-
colliding job) can also have some effect.

The unemployment rate (LFS) reached 4.0% in the third
quarter of 2016 (in line with the estimate); the same
value is estimated also for the year 2016 as a whole
(unchanged). Since there is very little room for a further
decline in LFS unemployment (the unemployment rate in
this methodology is already very close to the natural
rate), we expect only a slight drop to 3.9% in 2017
(unchanged) and 2018.
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3.3.3 Economic Activity Rate

The economic activity rate (15-64 year-olds) grew by
1.1 pp YoY to 75.3% in the third quarter of 2016 (in line
with the estimate). We suppose there is still some room
for a further growth in the participation rate (see Graph
3.3.6), with demographic aspects in the form of rising
weight of cohorts with a naturally high economic activity
rate (especially of those aged 40-49 years) and gradual
increases in the statutory retirement age playing a cru-
cial role.

3.3.4 Wages

Growth of the wage bill (national accounts methodol-
ogy, domestic concept) accelerated to 5.7% in the third
quarter of 2016 (versus 5.3%). The fastest growth was
recorded in the information and communication section
(7.1%), where employment grew by 5.0%. In the eco-
nomically important manufacturing, the wage bill grew
by 6.5%. On the contrary, the lowest growth in the third
quarter (by 2.4%) was recorded — as expected — in con-
struction.

Graph 3.3.3: Collection of Social Security Contributions
and Total Wage Bill
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payout of exceptional bonuses at the end of 2012.
Source: CZSO, Ministry of Finance.

In the fourth quarter of 2016, an increase in pay tariffs of
civil servants by 5% on average and a previous increase
in pay tariffs in the school system were reflected in the
general government sector. The development of cash
collection of social security contributions in the fourth
quarter of 2016 confirms the wage dynamics, and the

wage bill growth in the fourth quarter could have
reached 5.4% (versus 5.2%). The wage bill growth in the
entire 2016 could then have been 5.6% (versus 5.4%).

This year, the wage bill growth should reflect the solid
economic growth as well as the increase in the minimum
(and guaranteed) wage by 11% effective from January.
Another pro-growth factor will probably be a shortage of
employees mainly in manufacturing enterprises. Hence,
the wage bill could grow by 5.0% in 2017 (unchanged).
With regard to the envisaged changes in 2017 (for exam-
ple, a possible increase in pay tariffs of security force
members), the wage growth may be slightly higher in
the following quarters of 2017. With regard to expected
growth in unit labour costs in 2016 and 2017, the growth
of the wage bill could decelerate slightly to 4.5% in 2018.

The average wage (business statistics, full-time equiva-
lent) increased by 4.5% (versus 4.4%) in the third quarter
of 2016. Faster growth in medium earning categories
was reflected in a continued higher growth rate of the
median wage compared with the average wage (by
0.6 pp). In the last quarter of 2016, the average nominal
wage could have grown by 4.5% (unchanged), which
would be reflected in a 4.3% growth (unchanged) in
2016 as a whole. The expected lower growth in the num-
ber of employees in 2017 in comparison with the previ-
ous year should lead, together with the aforementioned
factors, to an acceleration of the growth of the average
nominal wage to 4.6% (unchanged) in 2017. In 2018, the
average wage might increase by 4.3%.

Graph 3.3.4: Nominal Monthly Wage
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Table 3.3.1: Labour Market — yearly

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Estimate Forecast Forecast Outlook Outlook
Labour Force Survey

Employment av.in thous.persons i 4872 4890 4937 4974 5042 5131 5147 5162 5178 5193
growth in % 0.4 0.4 1.0 0.8 1.4 1.8 0.3 0.3 0.3 0.3
Employees av.in thous.personsi 3993 3990 4055 4079 4168 4257 4279 4292 4306 4319
growth in % 0.0 -0.1 1.6 0.6 2.2 2.1 0.5 0.3 0.3 0.3
Entrepreneurs and av. in thous.persons 880 901 882 895 874 874 869 870 872 874
self-employed growth in % 2.0 2.4 2.1 1.5 -2.3 -0.1 -0.6 0.1 0.2 0.2
Unemployment av.in thous.persons 351 367 369 324 268 216 210 207 207 208
Unemployment rate averagein % 6.7 7.0 7.0 6.1 5.1 4.0 3.9 3.9 3.8 3.8

Long-term unemployment *! av. in thous.persons 144 161 163 141 127
Labour force av.in thous.persons; 5223 5257 5306 5298 5310 5347 5357 5369 5385 5401
growth in % -0.2 0.7 0.9 -0.2 0.2 0.7 0.2 0.2 0.3 0.3
Population aged 15-64 av.in thous.persons{ 7295 7229 7154 7081 7026 6968 6914 6865 6822 6763
growth in % -0.7 -0.9 -1.0 -1.0 -0.8 -0.8 -0.8 -0.7 -0.6 -0.9
Employment/Pop. 15-64 average in % 66.8 67.6 69.0 70.2 71.8 73.6 74.4 75.2 75.9 76.8
Employment rate 15-64 %) average in % 65.7 66.5 67.7 69.0 70.2 71.9 72.7 73.4 74.1 75.0
Labour force/Pop. 15-64 average in % 71.6 72.7 74.2 74.8 75.6 76.7 77.5 78.2 78.9 79.9
Participation rate 15-64 3 averagein % 70.5 71.6 72.9 73.5 74.0 75.0 75.7 76.4 77.1 78.0

Registered unemployment
Unemployment av.in thous.persons i 507.8 504.4 564.4 561.4 478.9 406.0 354 339 328 320
Share of unemployed ¥ average in % 6.7 6.8 7.7 7.7 6.6 5.6 4.9 4.7 4.6 4.5
Wages and salaries
Average monthly wage *

Nominal Czki{ 24455 25067 25035 25768 26467 27600 28900 30100 31400 32600
growth in % 2.5 2.5 -0.1 2.9 2.7 4.3 4.6 4.3 4.1 3.9
Real CZK 2005 20884 20717 20403 20916 21413 22200 22800 23400 23900 24400
growth in % 0.6 -0.8 -1.5 2.5 2.4 3.6 2.5 2.6 2.3 2.3

Median monthly wage CZKki 20743 20828 21110 21786 22310

growth in % 2.2 0.4 1.4 3.2 2.4
Wage bill growth in % 2.3 2.6 0.5 3.6 4.4 5.6 5.0 4.5 4.5 4.2
Labour productivity growth in % 2.3 -1.2 -0.8 2.2 3.1 0.8 2.2 2.1 2.1 2.0
Unit labour costs ® growth in % 0.6 3.0 0.5 0.4 -0.5 2.8 2.2 2.0 2.0 1.8
Compens. of employees / GDP % 40.3 41.0 40.9 40.2 39.9 40.7 41.2 41.4 41.5 41.5

1)

Persons in unemployment for longer than 12 months.

The indicator does not include employment over 64 years.
The indicator does not include labour force over 64 years.
Share of available job seekers aged 15 to 64 years in the population of the same age.
Derived from full-time-equivalent employers in the entire economy.
Ratio of nominal compensation per employee to real productivity of labour.
Source: CZSO, Ministry of Labour and Social Affairs. Calculations of the MoF.
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Table 3.3.2: Labour Market — quarterly

2016 2017
Q1 Q2 Q3 Q4 Ql Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Labour Force Survey

Employment av. in thous. persons 5087 5128 5152 5157 5118 5153 5157 5161
YoY growth in % 2.0 1.7 1.8 1.6 0.6 0.5 0.1 0.1
QoQ growth in % 1.0 0.1 0.4 0.1 0.0 0.0 0.0 0.0
Employees av. in thous. persons 4231 4244 4268 4285 4270 4275 4277 4292
growth in % 2.8 2.0 1.9 1.9 0.9 0.7 0.2 0.2
Entrepreneurs and av. in thous. persons 855 885 883 872 848 878 880 869
self-employed growth in % -1.9 0.2 1.4 0.2 -0.9 -0.7 -0.4 -0.4
Unemployment av. in thous.persons 231 210 213 210 219 204 209 206
Unemployment rate average in % 4.3 3.9 4.0 3.9 4.1 3.8 3.9 3.8

Long-term unemployment * av. in thous.persons 106 91 84
Labour force av.in thous. persons 5318 5338 5365 5367 5337 5357 5367 5367
growth in % 0.2 0.6 0.9 1.0 0.4 0.4 0.0 0.0
Population aged 15-64 av.in thous. persons 6990 6975 6961 6947 6934 6921 6908 6 895
growth in % -0.9 -0.9 -0.8 -0.8 -0.8 -0.8 -0.8 -0.8
Employment/Pop. 15-64 average in % 72.8 73.5 74.0 74.2 73.8 74.5 74.7 74.9
increase over a year 2.0 1.9 1.9 1.7 1.0 0.9 0.7 0.6
Employment rate 15-64 2 average in % 71.0 71.7 72.2 72.5 72.1 72.7 72.9 73.1
increase over a year 1.6 1.6 1.7 1.7 1.1 1.0 0.7 0.6
Labour force/Pop. 15-64 averagein % 76.1 76.5 77.1 77.3 77.0 77.4 77.7 77.8
increase over a year 0.8 1.1 1.3 1.4 0.9 0.9 0.6 0.6
Participation rate 15-64 > averagein % 74.3 74.7 75.3 75.5 75.2 75.7 75.9 76.1
increase over a year 0.4 0.9 1.1 1.3 0.9 0.9 0.7 0.6

Registered unemployment
Unemployment av. in thous. persons 458.9 407.8 387.5 369.6 393 350 336 337
Share of unemployed * average in % 6.3 5.6 5.3 5.0 5.4 4.8 4.6 4.6
Wages and salaries
Average monthly wage *

Nominal CzKki 26494 27280 27220 29400 27700 28500 28500 30800
growth in % 4.5 3.8 4.5 4.5 4.5 4.4 4.7 4.7
Real CZK 2005 21418 21947 21863 23500 21900 22400 22400 24200
growth in % 4.0 3.6 3.9 3.0 2.3 2.2 2.6 3.0

Median monthly wage CZK 22545 23033 23527

growth in % 6.6 4.4 5.1
Wage bill growth in % 6.0 5.4 5.7 5.4 5.2 5.1 4.8 4.8

1)

Persons in unemployment for longer than 12 months.
The indicator does not include employment over 64 years.
The indicator does not include labour force over 64 years.

Share of available job seekers aged 15 to 64 years in the population of the same age.

Derived from full-time-equivalent employers in the entire economy.

Source: CZSO, Ministry of Labour and Social Affairs. Calculations of the MoF.



Graph 3.3.5: Employment (LFS)
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Graph 3.3.6: Ratio of Labour Force and Employment to Population Aged 15-64
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Graph 3.3.7: Unemployment
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Graph 3.3.8: Compensation per Employee and Real Productivity of Labour
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Graph 3.3.9: Wage Bill - nominal, domestic concept
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Graph 3.3.10: Gross Savings Rate of Households
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Table 3.3.3: Income and Expenditures of Households — yearly

SNA methodology — national concept

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Estimate Forecast Forecast
Currentincome
Compensation of employees bill.czki 1553 1585 1627 1669 1692 1760 1847 1956 2053 2144
growth in % -2.5 2.0 2.6 2.6 13 4.0 5.0 5.9 5.0 4.4
Gross operating surplus bill.CZK 686 685 674 654 645 662 684 693 709 723
and mixed income growth in % 4.5 -0.2 -1.7 -2.9 -1.3 2.6 33 1.3 2.3 2.0
Property income received bill.CZK 158 152 153 147 158 166 162 160 160 160
growthin % -11.0 -3.5 0.5 -4.0 7.8 5.1 -2.4 -1.5 -0.2 0.1
Social benefits not-in-kind bill.czK 535 542 553 567 563 576 590 605 623 642
growth in % 8.6 1.2 2.1 2.4 -0.6 2.2 2.6 2.5 3.0 3.0
Other current transfers received bill.czk 141 140 139 151 146 160 181 183 189 193
growth in % -1.4 -1.0 -0.5 8.6 -3.1 9.2 13.3 1.2 3.0 2.3
Current expenditure

Property income paid bill.CZK 19 23 21 15 21 16 18 15 15 15
growthin %¢ -36.7 17.7 -8.5 -27.2 40.5 -24.3 10.8 -14.1 -0.3 -0.1
Curr. taxes on income and property bill.CzK 140 137 156 158 166 177 183 197 207 216
growth in % -3.0 -2.6 13.8 1.6 4.9 6.9 3.0 7.9 4.9 4.4
Social contributions bill.CzK 603 621 640 654 670 696 735 776 822 857
growth in % 5.3 2.9 3.0 2.3 2.4 3.8 5.6 5.7 5.8 4.4
Other current transfers paid bill.CZK 143 141 145 154 140 150 168 173 174 176
growth in % -1.6 -1.6 3.2 6.2 9.3 6.9 12.0 2.9 0.8 1.2
Gross disposable income billczKt 2168 2182 2184 2206 2208 2285 2362 2436 2516 2597
growth in % 3.0 0.7 0.1 1.0 0.1 3.5 3.4 3.1 3.3 3.2
Final consumption billczki 1891 1920 1952 1970 1997 2044 2110 2182 2281 2373
growth in % 0.2 1.5 1.7 0.9 1.3 2.4 3.2 3.5 4.5 4.0
Change in share in pension funds bill.CZK 17 15 16 15 35 35 35 33 35 37
Gross savings bill.CZK 295 278 248 250 246 276 288 287 269 261

Capital transfers
(income (-) / expenditure (+)) bill.cZK -25 -29 -25 221 -13 -32 -13 -15 =21 -24
Gross capital formation bill.cZK 212 230 198 183 181 195 218 224 234 244
growth in % -3.1 8.8 -13.9 -7.8 -1.3 8.3 11.4 2.7 4.6 4.2
Change in financial assets and liab. bill.CZK 106 75 73 87 77 110 81 76 55 39
Real disposable income growth in % 2.1 0.1 -1.3 -1.2 -0.8 2.9 3.3 24 1.1 1.6
Gross savings rate % 13.6 12.7 11.4 11.3 11.1 12.1 12.2 11.8 10.7 10.1

Source: CZSO. Calculations of the MoF.
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3.4 External Relations

The current account balance to GDP ratio reached 1.9%
(versus 2.2%) in the third quarter of 2016, which was
a QoQ improvement of 0.3% of GDP’ and thus a historic
high.

Export market growth, which reached 2.8% in the third
quarter of 2016 (versus 3.8%), was significantly slower
than expected. The reason for the slower growth may be
associated with weaker growth in world trade. According
to our estimate, the export market growth reached only
3.1% (versus 3.7%) in 2016 as a whole. For this year, due
to slower GDP growth in countries of our main trading
partners and the development of import intensity, we
expect a further slowdown in export market growth to
2.7% (versus 3.8%). For 2018, we expect acceleration to
3.1%.

Export performance (indicating a change in the market
share of Czech goods in foreign markets) can no longer
benefit from the depreciation of the CZK/EUR exchange
rate and the effect of the weak koruna. After an increase
in export performance by 2.0% in the second quarter of
2016, there was a decrease by 0.7% (versus growth of
1.6%) in the third quarter. That was probably caused by
a one-off drop in exports in July (partly due to company
holidays especially in the automotive industry), which
was not fully offset in the following months. We esti-
mate that growth of export performance slowed down
from 2.2% in 2015 to 1.6% (versus 2.2%) in 2016. We
expect the same growth also in 2017 (versus 1.0%) and
a slowdown in growth to 1.0% in 2018. The expected dis-
continuation of the regime of using the exchange rate as
another instrument of monetary policy around mid-2017
will weigh on export performance growth. Increasing
unit labour costs lowering the price competitiveness of
Czech products may also play a role.

Balance of trade (balance of payments methodology) has
been improving since the third quarter of 2015. Balance
of goods has been increasing due to factors mainly on
the import side (crude oil prices, decrease in the growth
rate of total domestic demand associated with the de-
crease in government investment activity). According to
current data, the balance of goods reached a surplus of
5.4% of GDP (versus 5.6%) in the third quarter of 2016,
which was a YoY improvement of 0.8% of GDP.

A major driver of the increased surplus on the balance of
goods has been an improvement of the balance in the
machinery and transport equipment group and a reduc-
tion in the deficit of mineral fuels.

The dominant factor still influencing terms of trade of
Czech trade in goods is the development of prices of
mineral fuels. Terms of trade were improving from Sep-

' All quarterly figures relative to GDP are listed in annual moving sums.

>The CNB revised the current account balance for the second quarter
of 2016 from 1.9% of GDP to 1.6% of GDP.

tember 2015 to September 2016 but in the fourth quar-
ter of 2016 there was an expected turn towards their
slight deterioration.

The deficit on the fuel balance again slightly decreased
and reached 1.8% of GDP in the third quarter of 2016.
Following on the crude oil price development scenario
(see Chapter 1.1.3), however, we expect that it will grad-
ually deepen in the fourth quarter of 2016 and in 2017.
The fuel balance deficit could thus deteriorate from the
estimated 1.9% of GDP (unchanged) in 2016 to 2.5% of
GDP (versus 2.2%) in 2017. In 2018, the fuel balance
could post a deficit of 2.3% GDP.

With regard to the aforementioned, we have slightly
adjusted the forecast for the surplus on the balance of
goods in 2016 to 5.5% of GDP (versus 5.7%). In connec-
tion with the scenario of crude oil price growth we ex-
pect a deterioration to 4.6% of GDP (versus 5.4%) in
2017, and a slight improvement to 4.8% of GDP in 2018.

Surplus on the balance of services has been increasing
since the first quarter of 2015. It reached 1.9% of GDP
(versus 1.8%) in the third quarter of 2016, having im-
proved by 0.4% of GDP YoY. With regard to the positive
economic development, we expect the sales of services
abroad to improve in the coming period and the surplus
staying at similar levels. In 2016, the balance of services
probably reached 1.9% of GDP (unchanged). In 2017, we
expect a surplus of 2.0% of GDP (versus 1.9% of GDP)
and its growth to 2.1% of GDP in 2018.

The higher surplus on the current account in the third
quarter of 2016 by 1.3% of GDP YoY was due to the
aforementioned increase in the surplus on the balance
of goods and services. The improvement in the deficit on
the balance of primary income by 0.9% of GDP was com-
pletely offset by a deterioration in the secondary income
balance (from surplus to deficit). The primary income
deficit reached 4.9% of GDP (versus 4.8%) in the third
quarter of 2016. The deficit is due to an outflow of in-
come from foreign direct investment (mainly dividends)
to foreign owners, despite a slowdown in corporate
profitability; conversely, the surplus of compensation of
employees is gradually increasing. Recently, pressures on
wage growth and thereby also on the division into net
profits of companies and compensation of employees
have been strengthening. These pressures will probably
persist also in 2017. Therefore, we expect the primary
income deficit to remain basically unchanged in the fol-
lowing two years. The deficit could reach 4.7% of GDP
(versus 4.8%) in 2017 and 4.8% of GDP in 2018.

In this context, we estimate that the current account of
the balance of payments posted a surplus of 2.1% GDP in
2016 (versus 2.3%). We expect a decrease in the positive
balance to 1.2% of GDP (versus 1.8%) in 2017. In 2018,
the surplus is expected to increase slightly to 1.3% of
GDP.



Table 3.4.1: Balance of Payments — yearly

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Estimate Forecast Forecast

Goods and services bill.czK 147 119 157 201 237 275 286 350 322 350

% GDP 3.7 3.0 3.9 5.0 5.8 6.4 6.3 7.4 6.6 6.9

Goods bill.czK 65 40 75 124 167 220 211 258 222 245

% GDP 1.7 1.0 1.9 3.0 4.1 5.1 4.6 5.5 4.6 4.8

Services bill.czK 82 78 81 78 70 56 75 92 100 105

% GDP 2.1 2.0 2.0 1.9 1.7 1.3 1.6 1.9 2.0 2.1

Primaryincome bill.czK -217 -250 -223 -238 -249 -261 -244 -223 -228 -240

% GDP -5.5 -6.3 -5.5 -5.9 -6.1 -6.0 -5.3 4.7 4.7 -4.7

Secondaryincome bill.cZK -19 -11 -18 -27 -10 -7 -1 -30 -34 -42

% GDP -0.5 -0.3 -0.5 -0.7 -0.2 -0.2 0.0 -0.6 -0.7 -0.8

Current account bill.cZK -89 -142 -85 -63 -22 7 41 97 61 68

% GDP -2.3 -3.6 2.1 -1.6 -0.5 0.2 0.9 2.1 1.2 1.3

Capital account bill.CZK 51 38 13 53 82 32 106 57 65 73

% GDP 1.3 1.0 0.3 1.3 2.0 0.7 2.3 1.2 1.3 1.4

Net lending/borrowing bill.cZK -38 -104 -72 -10 61 40 148 154 126 141

% GDP -1.0 -2.6 -1.8 -0.3 1.5 0.9 3.2 3.3 2.6 2.8
Financial account bill.CZK -72 -122 -75 12 68 63 194
Direct investments bill.CZK -38 -95 -47 -121 7 -80 27
Portfolio investments bill.CZK -159 -150 -6 -55 -93 90 -164
Financial derivatives bill.CZK 1 5 4 9 -5 6 5
Otherinvestments bill.CZK 62 77 -9 116 -30 -14 -15
Reserve assets bill.CZK 61 41 -17 80 188 73 351
International investment position bill.czk; -1726 -1823 -1823 -1864 -1695 -1578 -1396
%GDP; -44.0 -46.1 452 459 414 -36.6 -30.7
Gross external debt billczkt 1956 2164 2312 2434 2733 2946 3132
% GDP 49.9 54.7 57.3 60.0 66.7 68.3 68.8

Source: CNB, CZS0O. Calculations of the MoF.
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Table 3.4.2: Balance of Payments — quarterly
moving sums of the latest 4 quarters

2016 2017

Qi Q2 Q3 Q4 Qi1 Q2 Q3 Q4

Estimate Forecast Forecast Forecast Forecast

Goods and services bill.czK 299 328 343 350 341 333 324 322

% GDP 6.5 7.1 7.3 7.4 7.2 6.9 6.7 6.6

Goods bill.czK 220 245 253 258 247 236 226 222

% GDP 4.8 5.3 5.4 5.5 5.2 4.9 4.7 4.6

Services bill.cZK 79 83 89 92 94 97 99 100

% GDP 1.7 1.8 1.9 1.9 2.0 2.0 2.0 2.0

Primaryincome bill.czK -231 -234 -228 -223 -223 -225 -226 -228

% GDP -5.0 -5.0 -4.9 -4.7 -4.7 -4.7 -4.7 -4.7

Secondary income bill.czk -9 -19 -26 -30 -31 -32 -33 -34

% GDP -0.2 -0.4 -0.6 -0.6 -0.7 -0.7 -0.7 -0.7

Current account bill.cZK 59 76 89 97 87 76 65 61

% GDP 1.3 1.6 1.9 21 1.8 1.6 1.3 1.2

Capital account bill.czk 94 63 67 57 59 61 63 65

% GDP 2.0 1.4 1.4 1.2 1.2 1.3 1.3 1.3

Net lending/borrowing bill.cZK 153 139 156 154 146 137 128 126

% GDP 3.3 3.0 3.3 3.3 3.1 29 2.7 2.6
Financial account bill.czK 197 125 150
Directinvestments bill.CZK 39 -38 -104
Portfolio investments bill.cZK 241 337 211
Financial derivatives bill.CZK 3 -7 1
Otherinvestments bill.czZK -62 54 17
Reserve assets bill.cZK 464 453 448
International investment position stock in bill.CZK -1294 -1259 -1252
% GDP -28.2 -27.1 -26.8
Gross external debt stock in bill.CZK 3220 3296 3423
% GDP 70.1 70.9 73.1

Source: CNB, CZS0O. Calculations of the MoF.

Graph 3.4.1: Current Account
moving sums of the latest 4 quarters, in % of GDP, trade and service balances in BoP definitions
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Graph 3.4.2: Balance of Trade (national concept)
moving sums of the latest 4 quarters, in % of GDP, in cross-border definitions
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of JAS-39 Gripen fighter jets in the fourth quarter of 2015 amounting to CZK 9.9 bill., i.e. 0.2% of GDP.
Source: CZSO. Calculations of the MoF.

Graph 3.4.3: Balance of Services
moving sums of the latest 4 quarters, in % of GDP
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Graph 3.4.4: Balance of Primary Income
moving sums of the latest 4 quarters, in % of GDP
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Table 3.4.3: Decomposition of Exports of Goods — yearly

seasonally adjusted

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Estimate Forecast Forecast
Gpp Y average of 2005=100 96.5 100.0 103.4 104.4 105.3 107.3 109.5 112 114 116
growth in % 4.2 3.6 3.4 1.0 0.9 1.9 2.1 2.0 1.8 2.0
Import intensity 2 average of 2005=100 92.0 100.0 104.0 103.1 104.6 107.2 110.6 112 113 114
growth in % -6.7 8.7 4.0 -0.9 1.4 2.6 3.2 1.1 0.8 1.1
Export markets *! average of 2005=100 88.8 100.0 107.5 107.6 110.1 115.0 121.2 125 128 132
growthin %; -10.7 12.6 7.5 0.1 2.3 4.5 5.3 3.1 2.7 3.1
Export performance average of 2005=100 97.4 100.0 102.5 106.9 105.1 109.9 1123 114 116 117
growth in % 0.6 2.7 2.5 4.3 -1.7 4.5 2.2 1.6 1.6 1.0
Real exports average of 2005=100 86.5 100.0 110.2 115.0 115.7 126.4 136.0 142 149 155
growthin %; -10.1 15.6 10.2 4.4 0.6 9.2 7.6 4.7 4.3 4.2
1/ NEER average of 2005100} 102.2 100.0 97.1 100.6 102.9 108.1 108.2 106 106 103
growth in % 3.4 -2.2 -2.9 3.6 2.3 5.1 0.1 -2.3 0.1 2.3
Prices on foreign markets average of 2005=100 99.3 100.0 103.8 103.4 102.7 101.4 99.8 98 98 99
growth in % -3.0 0.7 3.8 -0.4 -0.7 -1.2 -1.6 -1.9 0.0 1.1
Exports deflator averageof 2005=100; 101.5 100.0 100.8 104.0 105.6 109.7 108.0 103 104 102
growth in % 0.3 -14 0.8 3.2 1.6 3.8 -1.5 -4.2 0.1 -1.2
Nominal exports average of 2005=100 87.6 100.0 111.0 119.6 122.3 138.6 146.9 147 154 158
growthin %i -10.1 14.2 11.0 7.8 2.2 134 6.0 0.3 4.4 2.9
Y Weighted average of GDP of the seven most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland, France and Italy.
7 Index of ratio of real imports of goods to real GDP.
3 Weighted average of imports of goods of the main partners.
Source: CNB, CZS0O, Eurostat. Calculations of the MoF.
Table 3.4.4: Decomposition of Exports of Goods — quarterly
seasonally adjusted
2016 2017
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
GbpY average of 2010=100 111.0 111.6 1119 112 113 113 114 115
growth in % 2.2 2.1 2.0 1.8 1.7 1.7 2.0 2.1
Import intensity 2 average of 2010=100 111.7 111.9 111.7 112 112 113 113 113
growth in % 1.6 1.3 0.8 0.6 0.5 0.6 1.0 1.0
Export markets *! average of 2010=100 124.1 124.8 125.0 126 127 128 129 130
growth in % 3.8 3.4 2.8 2.4 2.2 2.4 3.0 3.1
Export performance average of 2010=100 114.2 113.5 111.1 117 117 116 112 118
growth in % 2.2 2.0 -0.7 2.7 2.1 2.5 1.0 1.0
Real exports average of 2010=100 141.7 141.7 139.0 147 148 149 145 154
growth in % 6.1 5.5 2.1 5.2 4.4 4.9 4.0 4.1
1/ NEER average of 2010=100 105.5 105.7 105.6 106 106 106 106 105
growth in % -3.4 -3.7 -1.3 -0.8 0.8 0.6 0.0 -1.0
Prices on foreign markets average of 2010=100 98.3 97.2 97.8 98 98 97 98 99
growth in % -2.0 -2.0 -2.5 -1.2 -0.7 0.1 0.2 0.5
Exports deflator average of 2010=100 103.7 102.8 103.3 104 104 103 103 104
growth in % -5.3 -5.7 -3.8 -2.0 0.1 0.6 0.2 -0.5
Nominal exports average of 2010=100 147.0 145.6 143.6 154 153 154 150 159
growth in % 0.5 -0.4 -1.8 3.1 4.4 5.6 4.2 3.6

See notes to Table 3.4.3.

Source: CNB, CZS0O, Eurostat. Calculations of the MoF.



Graph 3.4.5: GDP and Imports of Goods in Main Partner Countries
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Graph 3.4.6: Real Exports of Goods
decomposition of YoY growth, in %, seasonally adjusted
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3.5 International Comparisons

Comparisons for the period up to and including 2015 are based on Eurostat statistics. Since 2016, our own calculations

on the basis of real exchange rates have been used.

In 2015, GDP per capita converted by current purchasing
power parity increased in all monitored countries. How-
ever, there was a slight decrease in relative economic
level vis-a-vis the EA19 countries in Greece, Estonia,
Croatia and Lithuania. In the CR, the purchasing power
parity was 17.15 CZK/PPS compared to the EU28 and
17.06 CZK/EUR compared to the EA19. The economic
level was circa 25,200 PPS, corresponding to 82% of the
economic level in the EA19. In 2016-2018, the relative
economic level of the Czech Republic should increase
gradually up to 85% of the average in the EA19 in 2018
thanks to faster economic growth in the Czech Republic
than in the euro area.

GDP per capita adjusted for the current exchange rate
takes into account the market valuation of the currency
and the ensuing differences in price levels. In the case of
the Czech Republic, this indicator was approximately
EUR 15,800 in 2015, i.e. 51% of the EA19 level. Higher
economic growth and the expected appreciation of the
koruna after the discontinuation of the exchange rate
commitment will result in a gradual increase in the
relative level up to 55% of the EA19 average in 2018.

As far as comparison of price levels is concerned, the
comparative price level of GDP in the Czech Republic
increased by 2 pp in 2015, thus reaching 63% of the
EA19 average. In the coming years, the comparative
price level of GDP should increase gradually up to 65% in
2018, which will continue to help the competitiveness of
the Czech economy.

Through the decomposition of GDP per capita into indi-
vidual components3 (labour productivity, labour market
component and demographic component) it is possible
to determine in detail the sources of economic growth.
The results of this analysis are summarised in Graphs
3.5.5and 3.5.6.

®GDP per capita can be written as follows:
GDP per capita = L =
number of inhabit.
_ GDP «_ho.of hours worked  population aged 15-64
no. of hours worked population aged 15— 64 no. of inhabit.

=labour productivity *labour market component * demographic component

Labour productivity in the monitored countries has long
been increasing; however, its level is still relatively low
compared to the EA19 average. Although the economic
crisis slowed down labour productivity growth, its abso-
lute level did not decrease in any of the monitored coun-
tries except Greece in 2008-2015. In the given period,
however, a decline in the relative level of labour produc-
tivity to the EA19 countries was also seen, in addition to
Greece, in Slovenia and Portugal, whereas in Poland and
Lithuania the increases in relative level exceeded 6 pp. In
the Czech Republic, labour productivity started growing
again dynamically in 2014 and it reached 66% of the
EA19 average in 2015.

In the case of the labour market component, which
gives the number of hours worked per working-age per-
son, there is the opposite situation. From 2008 to 2015,
the absolute level of this indicator decreased in all moni-
tored countries, except for Poland, the Czech Republic,
Lithuania and Slovakia. The highest slump (by 16%) was
seen in Greece due to a 20% decrease in the number of
hours worked. In contrast, the relative level of the labour
market component has long been exceeding the EA19
average in all countries, with the exception of Slovakia;
in Estonia, Latvia, Poland and the CR by more than 20 pp
in 2015.

The share of the working-age population, captured by
the demographic component, reached its peak in most
monitored countries during the first decade of the 21st
century and is now decreasing due to population ageing.
In 2008-2015, the sharpest decrease of 4.4 pp was rec-
orded in the Czech Republic. Compared to the EA19
average, however, the demographic component is still
higher in all monitored countries except Greece; in Slo-
vakia it exceeded the EA19 average by 10 pp in 2015.



Table 3.5.1: GDP per Capita — Using Current Purchasing Power Parities

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Estimate Forecast Forecast

Czech Republic PPS§ 20900 21000 21700 21900 22400 23800 25200 26000 27000 28000
EA19=100 78 76 77 77 78 81 82 83 84 85

Slovenia PPSE 20900 21200 21700 21800 21700 22800 23900 24600 25500 26400
EA19=100 78 77 77 76 76 77 78 78 80 80

Slovakia PPSE 17400 19000 19500 20100 20500 21300 22300 23300 24400 25600
EA19=100 66 69 69 71 72 73 73 74 76 78

Lithuania PPS{ 13800 15400 17200 18600 19600 20700 21600 22500 23700 25000
EA19=100 52 56 61 65 68 70 70 72 74 76

Portugal PPSE 20100 20900 20200 20000 20500 21100 22200 22700 23400 24200
EA19=100 76 76 72 70 72 72 72 72 73 73

Estonia PPSE 15600 16500 18500 19600 20100 20900 21600 22100 22900 23800
EA19=100 59 60 66 69 70 71 71 70 71 72

Poland PPSi 14600 15900 17000 17800 17900 18600 19800 20500 21300 22300
EA19=100 55 58 60 62 63 63 64 65 67 68

Hungary PPSE 15600 16400 17100 17400 17900 18700 19700 20400 21200 22100
EA19=100 59 60 61 61 63 64 64 65 66 67

Greece PPSE 23100 21500 19700 19100 19200 19400 19600 19800 20500 21500
EA19=100 87 78 70 67 67 66 64 63 64 65

Latvia PPSt 12800 13400 14900 16000 16600 17500 18600 19200 20100 21100
EA19=100 48 49 53 56 58 60 60 61 63 64

Croatia PPSt 15200 15100 15600 16000 15900 16100 16700 17400 18100 18800
EA19=100 57 55 55 56 56 55 55 55 56 57

Source: AMECO, CZSO, Eurostat. Calculations of the MoF.

Graph 3.5.1: GDP per Capita — Using Current Purchasing Power Parities
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Table 3.5.2: GDP per Capita — Using Current Exchange Rates

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Estimate Forecast Forecast
Slovenia EUR{ 17700 17700 18000 17500 17400 18100 18700 19400 20100 20800
EA19=100 64 62 62 60 59 60 61 61 62 63
Comparative price level EA19=100 81 80 80 78 78 78 78 78 78 78
Portugal EUR; 16600 17000 16700 16000 16300 16600 17300 17900 18500 19200
EA19=100 60 60 57 55 55 55 56 57 57 58
Comparative price level EA19=100 79 79 80 78 77 77 78 78 79 79
Czech Republic EUR: 14100 14900 15600 15400 15000 14900 15800 16500 17200 18300
EA19=100 51 52 54 53 51 50 51 52 53 55
Comparative price level EA19=100 65 68 70 68 65 61 63 63 63 65
Estonia EUR: 10600 11000 12500 13500 14300 15000 15400 16200 17000 18100
FA19=100 38 39 43 46 49 50 50 51 53 55
Comparative price level EA19=100 65 65 66 67 69 70 71 73 74 75
Greece EUR: 21400 20300 18600 17300 16500 16300 16200 16100 16700 17400
EA19=100 77 71 64 59 56 54 52 51 52 53
Comparative price level EA19=100 89 91 91 88 84 82 82 81 81 81
Slovakia EUR: 11800 12400 13100 13400 13700 14000 14500 15000 15600 16400
EA19=100 43 44 45 46 47 47 47 48 48 50
Comparative price level EA19=100 65 63 65 65 65 64 65 64 64 64
Lithuania EUR{ 8500 9000 10300 11200 11800 12500 12900 13400 14200 15100
EA19=100 31 32 35 38 40 42 42 43 44 46
Comparative price level EA19=100 59 57 58 58 59 59 59 59 60 60
Latvia EUR; 8800 8500 9800 10800 11300 11800 12300 12700 13400 14200
EA19=100 31 30 34 37 38 39 40 40 42 43
Comparative price level EA19=100 65 61 64 66 66 66 66 66 66 67
Hungary EUR: 9400 9800 10100 10000 10300 10600 11100 11600 12400 13100
EA19=100 34 34 35 34 35 35 36 37 39 40
Comparative price level EA19=100 57 58 57 56 56 56 56 57 58 59
Poland EUR; 8300 9400 9900 10100 10300 10700 11200 11100 11600 12200
EA19=100 30 33 34 35 35 36 36 35 36 37
Comparative price level EA19=100 54 57 56 55 56 56 56 54 54 54
Croatia EUR{ 10500 10500 10400 10300 10200 10200 10400 10800 11300 11700
FA19=100 38 37 36 35 35 34 34 34 35 35
Comparative price level EA19=100 66 67 65 63 62 62 62 62 62 62
Source: AMECO, CZSO, Eurostat. Calculations of the MoF.
Graph 3.5.2: GDP per Capita — Using Current Exchange Rates
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Graph 3.5.3: Comparative Price Level of GDP per Capita
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Graph 3.5.5: Current PPP Adjusted GDP per Capita Level Relative to the EA19 Average in 2015
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Graph 3.5.6: Change in Current PPP Adjusted GDP per Capita during 2008-2015
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4 Monitoring of Other Institutions’ Forecasts

The Ministry of Finance of the Czech Republic monitors macroeconomic forecasts of other institutions engaged in fore-
casting the Czech economy. Publicly available forecasts of 13 institutions are monitored. Out of these, 8 institutions are
domestic (CNB, Ministry of Labour and Social Affairs, domestic banks and investment companies) and others are for-
eign (European Commission, Organisation for Economic Co-operation and Development, IMF, etc.) The forecasts are
summarised in Table 4.1.

Table 4.1: Summary of the Monitored Forecasts

December 2016 January 2017
min. max. average MoF forecast
Gross domestic product (2017) growth in %, const.pr. 2.3 29 2.6 2.6
Gross domestic product (2018) growth in %, const.pr. 2.0 3.2 2.6 2.4
Average inflation rate (2017) % 1.2 2.2 1.9 2.0
Average inflation rate (2018) % 1.6 2.2 2.0 1.6
Average monthly wage (2017) growth in % 4.3 5.0 4.7 4.6
Average monthly wage (2018) growth in % 4.0 4.9 4.4 4.3
Current account / GDP (2017) % 1.0 1.9 1.4 1.2
Current account / GDP (2018) % 0.5 1.8 1.4 1.3

Source: Forecasts of individual institutions. Calculations of the MoF.

On average, the institutions whose forecasts are moni-
tored expect real GDP to grow by 2.6% annually in 2017
and 2018. The average inflation rate should be 2%, and
growth of consumer prices should thus correspond to
the CNB'’s inflation target. Growth of the average nomi-
nal wage should remain relatively dynamic at around

The January Macroeconomic Forecast differs only slightly
from the average of forecasts of the monitored institu-
tions; the only exception is the forecast for inflation rate
in 2018. Factors of the expected slowdown in consumer
prices growth in the next year are discussed in Chap-
ter 3.2.

4.5%. The surplus on the current account of the balance
payments should reach 1.4% of GDP in 2017 and 2018.

Graph 4.1: Forecast of Real GDP Growth for 2017
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Graph 4.2: Forecast of Average Inflation Rate for 2017
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