Summary of the forecast

The Macroeconomic Forecast was prepared on the
basis of data known as of 9 April 2010. Implicitly it
includes expected measures to consolidate general
government after 2010. The measures will be specified
in detail in May Fiscal Outlook.

The world economy has been recovering slowly from
recession caused by financial market crisis. The Czech
economy has already come out of recession, with
economic activity recovering from the third quarter of
2009. Recovery nevertheless is still fragile and future
development encumbered with many risks.

A slight increase in real GDP by 1.5 % is assumed for
be affected by
economic recovery of our main trading partners and
so economic growth should be pulled by means of
foreign trade mainly. Under current assumptions, the
economy’s growth could accelerate to 2.4 % in 2011.

2010. Structure of growth will

Average rate of inflation is estimated at some 1.5 % in
2010 with growth of consumer prices to accelerate to
2.3%in 2011.

Consequences of lower economic activity make
themselves felt on the labour market too. After
considerable growth of rate of unemployment (LFS)
from 4.4 % in 2008 to 6.7 % in 2009, a peak should be
hit at some 7.9 % in 2010. After that, unemployment
rate should start falling slowly. Employment should
decrease by 0.6 % in this year and grow moderately by
0.1 % in 2011. Relatively significant positive revisions
of employment and unemployment are due to

Table: Main Macroeconomic Indicators

probable improvement in structural characteristics of
the labour market. Decline in wage bill, even if
minimal, should continue in 2010 as well. In 2011
wage bill could start growing again at 4.3 %.

Ratio of current account deficit to GDP should remain

at favourable level and in 2010 current account
surplus could be generated for the first time since

1993.

Under preliminary data, general government deficit
reached 5.9 % of GDP in 2009, which is by 0.7 p.p.
better result than previously expected.

The target for general government deficit in 2010
remains at 5.3 % of GDP. Based on early 2010 data,
the MoF estimated an autonomous development of
performance of general government in 2010 and
notified a deficit of 5.9 % of GDP. The government at
its earliest session will therefore discuss and approve
a set of additional measures aimed at fulfilling this
target. They will include, among others, further
binding of expenditures in budget chapters,
reassessment of outlays within the privatization
account and higher than planned inclusion of
property income in revenues of public budgets.

2006 2007 2008 2009 2010 2011 2009 2010 2011
Forecast Previous forecast
Gross domestic product growth in %, const.pr. 6,8 6,1 2,5 -4,2 1,5 2,4 -4,0 1,3 2,6
Consumption of households growth in %, const.pr. 5,2 5,0 3,6 -0,2 -1,1 2,0 1,4 -0,8 2,0
Consumption of government growth in %, const.pr. 1,2 0,7 1,0 4,4 -2,5 -0,9 4,0 -1,7 1,0
Gross fixed capital formation growth in %, const.pr. 6,0 10,8 -1,5 -8,3 -3,7 2,5 -7,5 -3,7 2,5
Cont. of foreign trade to GDP growth p.p., const.pr. 1,5 11 1,3 -0,5 1,8 0,7 -0,6 1,5 0,6
GDP deflator growth in per cent 1,1 3,4 1,8 2,7 0,2 1,1 3,1 0,5 1,0
Average inflation rate per cent 2,5 2,8 6,3 1,0 1,5 2,3 1,0 2,0 1,8
Employment (LFS) growth in per cent 1,3 1,9 1,6 -1,4 -0,6 0,1 -1,4 -1,8 0,0
Unemployment rate (LFS) average in per cent 7,1 5,3 4,4 6,7 7,9 7,8 6,7 8,8 8,6
Wage bill (domestic concept) growth in %, curr.pr. 7,9 9,4 8,7 -1,7 -0,1 4,3 -0,3 -0,7 4,5
Current account / GDP per cent -2,4 -3,2 -0,6 -1,0 0,4 -0,5 -1,0 0,5 -0,2
Assumptions:
Exchange rate CZK/EUR 28,3 27,8 24,9 26,4 25,5 24,6 26,4 25,8 24,8
Long-term interest rates %p.a. 3,8 4,3 4,6 4,7 4,0 4,0 4,7 3,8 4,0
Crude oil Brent usD/barrel 65 73 98 62 81 92 62 81 92
GDP in Eurozone (EA-12) growth in %, const.pr. 2,9 2,7 0,6 -4,1 1,1 1,9 -3,9 1,1 1,9




A Forecast assumptions

The forecast was made on the basis of data, known as of 9 April 2010. No political decisions, newly released statistics,
or world financial or commodity markets developments could be taken into account after this date.

Data from the previous forecast from January 2010 are marked in italics. Data in the tables covering years 2012 and

2013 are indicative, outlining only the direction of possible developments and as such are not commented on in the

following text.

Sources of tables and graphs: CZSO, CNB, Ministry of Finance of the Czech Republic, Eurostat, IMF, OECD, ECB and The

Economist.

A.1 External environment

Economic output

The world economy has come out of recession and has
been recovering since mid-2009. Especially China and
other Asian economies show robust growth. Stock
market growth is accompanied by re-established
growth of the world trade and industrial production.
Prices of many commodities, especially of oil, are
increasing again.

US economy declined by 2.4 % (2.6 % in January
forecast) in 2009. In the third quarter decline was
replaced by QoQ growth by 0.6 %, in the fourth quarter
by 1.4 % (0.4 %). Inflation accelerated to 2.3 % in March
2010, year-on-year. Rate of unemployment decreased
in March to 9.7 % compared with the October peak of
10.2 %.

Stock markets continue growing. Dow-Jones has risen
by 60 % so far compared with the trough from early
March 2009. Personal consumption started growing
moderately in the second half of 2009, majority of the
country’s regions report rise in retail sales. So far,
housing market records weak only and regionally
differentiated growth. Recession experience seems to
result in some changes in the US economy image.
Households start saving more, ratio of consumption to
GDP has been falling slowly since 2005, which can affect
strongly the world economy in future. At the same
time, demand for big houses and big types of cars is
falling, which will obviously influence oil consumption in
the US. Share of export is growing and current account
deficit has narrowed to half of its value since 2006, i.e.
below 3 % of GDP.

Transition to optimistic expectations was boosted by
March growth in employment, the most spectacular in
two years. Definitive passage of health insurance
reform, accepted positively by the markets, also
strengthened confidence in economic policy. Future
shape of financial market regulation remains

unresolved. Fed still keeps interest rate within the
range of 0 to 0.25 %. The dollar has been strengthening
against the euro and the yen since late 2009.

Euro area’s GDP (EA12) fell by 4.1 % (3.9 %) in 2009. In
the third quarter of 2009 the economy grew 0.4 %,
QoQ. In the fourth quarter, however, stagnation
followed (growth by 0.3 %).

In strong recession Germany recorded GDP decline by
5.0 % (unchanged) in 2009. Turn for growth by 0.3 % in
QoQ terms was seen somewhat surprisingly as soon as in
the second quarter of 2009. In the third quarter German
economy recorded growth by 0.7 % while in the fourth
quarter stagnation was seen (growth by 0.1 %). Due to
intensive state interventions, France’s economy declined
by mere 2.2 % (unchanged) in 2009. Several large EU
economies and some peripheral ones experienced the
biggest fall in GDP. UK and ltaly fell by 5 % each, Ireland
by 7.5 %, Lithuania by as much as 15 %. Main causes of
such a deep downturn can be seen in structural problems
of the economies, generating bubbles e.g. on housing
markets and leading to loss of competitiveness.

YoY dropout in EA12 industrial production peaked in
April and May 2009. Since then industrial production
has been growing MoM. In February 2010 it grew by
4.1% YoY, in Germany by 6.8 %. On the other hand,
unemployment keeps growing, reaching in EA12 10 % in
February but falling in Germany to 8.0 % in March
compared with 8.2 % in February. Asymmetric shocks
caused by recession put monetary union’s coherence to
severe test. Current troubles of Greece demonstrate
this.

Following years of decline and stagnation, household
consumption started growing in Germany in the first
half of 2009. Relatively low unemployment and inflation
boosted consumption. Nevertheless, in the third and
fourth quarters consumption fell again. Also stagnation



of GDP in the fourth quarter indicates uncertain
outlook. Leading indicators (IFO index) point to strong
growth of industrial production in spring while IMF
reduced its forecast for Germany based on the
assumption of growing unemployment dampening
consumer spending.

Also Central European economies are overcoming
downturn caused by dependence on exports especially
to the EU.

In Slovakia dropout in GDP reached 4.7 % (5.3 %) in
2009, i.e. something more than in the Czech Republic
as well as EU average. It was caused mainly by high
share of exports, especially of cars, and by foreign
investment reduction. However, since the second
quarter GDP has been growing dynamically. Industrial
production in February 2010 grew by 20 % YoY. Rate
of unemployment is close to 13 %, which is the most in
last four years. Such development can result in
slowdown in household consumption, which was
indicated by fall in February retail sales.

Poland’s economy was the only one in the EU to avoid
recession, growing by 1.7 % (1.2 %) in 2009. Growth
was pulled by household consumption. The size of
domestic market helped stabilize the situation. Also
weakening of the zloty, robust fiscal impulse and low
indebtedness of companies and households helped.
On the other hand, unemployment is growing,
reaching 13 % in February.

Our forecast is based on the key assumption that no
more major shocks will occur on financial markets.
For 2010 global recovery is expected.

As regards US economy, growth by 2.4 % (2.0 %) is
expected in 2010 and by 2.8 % (2.5 %) in 2011. The
estimate is rather cautious as recovery may be
dampened especially by slow decline in high
unemployment.

In EA12 economy, growth of GDP is estimated at 1.1 %
(unchanged) in 2010 and at 19 % in 2011
(unchanged). Risk can be seen especially in high and
probably further growing unemployment and the
question arises to what extent can export replace
household consumption as a growth factor.

A.1 External environment

Graph A.1.1: Growth of GDP in EA12
QoQ growth in % (adjusted for seasonal and working day

effects)
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Commodity prices

Average price of Brent oil reached USD 76.7 per
barrel (USD 80) in the first quarter of 2010 and in
early April it is traded at slightly less than USD 85.
Such development reflects perception of economic
recovery with oil becoming again a subject of
investment. Consumption is ,two-speed” as decline
in advanced economies is outweighed with growing
demand in China and other countries. The question
is, what effect on price of oil should potential
appreciation of the yuan have.

Taking into account that the past forecast captured
the development trend properly, estimate of price for
2010 is left unchanged, i.e. USD 81 per barrel of Brent
oil. In common with the previous forecast, growth to
values above USD 90 is considered probable in the
medium run. Risks of forecast are seen as balanced.

Graph A.1.2: Dollar Prices of Brent Crude Oil
in USD per barrel
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Global financial markets

Developments on the world financial markets since
early 2010 up to now cannot be assessed
unambiguously. Development of key stock indices,
which continued growing after correction and reaching



the local minimums in early February, was positive.
Also gradual withdrawal of some instruments of
unconventional monetary policy indicates improving
situation in the financial sector. On the other hand,
news on the state of public finance in some European
countries, especially in Greece, strongly remind of risks
for future development.

By joining the euro Greece gained i.a. possibility to
borrow under comparable conditions as e.g. Germany
(Graph A.1.3). Although it was presumed that euro
adoption would positively affect Greece’s fiscal
discipline, in the years 2001 through 2008 Greece
fulfilled the three-percent criterion for deficit in 2006
only. In 2009 general government deficit reached —
under current estimates — nearly 13 % of GDP and
sovereign debt exceeded 113 % of GDP.

Graph A.1.3: Greek Sovereign Risk Premia
spread of 10Y government bond yields against German bonds, in
p.p., monthly average
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Gradual revisions of data on the state of general
government, made over the year 2009, together with
uncertainty regarding credibility of Greek statistics
data, resulted in Greece’s rating cut and sharp rise in
government bond vyields. However, the latter in
combination with high need of funding in next few
years (debt refinancing, issue of bonds to cover budget
deficits) creates danger of self-fulfilling expectations”.

Within Stability and Growth Programme the Greek
government presented an ambitious programme of
measures and reforms?, allowing for gradual reduction
of deficits from presumed 8.7 % of GDP in 2010 to
2.0 % of GDP in 2013. Ratio of the sovereign debt to
GDP should peak in 2011 slightly above 120 %.

1 Because of higher risk investors demand higher
government bond yields, which increases costs to service
the debt, worsens fiscal position and affects further growth
of yields etc.

2 Beyond framework of this programme, further austerity
measures corresponding to 2.0 % of GDP were announced.

A.1 External environment

The form of financial help to Greece in case of its
default was discussed for a relatively long time. An
idea even emerged of establishing the European
Monetary Fund, sort of analogy to the IMF.

Period of speculations regarding the form of bailout
package for Greece ended on 25 March by meeting of
representatives of euro area’s countries. They agreed
upon basic outline of potential financial help. Should
Greece ask for it, help would be provided in the form
of bilateral loans of individual EMU members, while
the IMF should contribute with a third of total sum.

Although this agreement was a breakthrough in a way
it turned out soon that it was not sufficient to calm
markets down. Problem was seen in its vagueness -
conditions under which Greece would borrow were
not known (time of maturity, interest rate etc.). Yields
of Greek government bonds thus rose steeply and CDS
spreads also hit record levels.

Situation improved temporarily after 11 April when
some details, especially formula for interest rate
calculation, were specified. Programme of financial
support to Greece should cover a three-year period
with EA countries willing to lend Greece as much as
EUR 30bn in the first year. With presumed IMF share in
the funding (IMF one third, euro-area countries two
thirds) thus Greece can gain up to EUR 45bn just over
the first year.

The first response of markets was positive — yields of
Greek bonds and CDS spreads fell and the euro
strengthened against the dollar®. Also the follow-up
auction of 26W and 52W Treasury bills was successful.
However, positive sentiment did not last long as
uncertainties emerged concerning duration and result
of process of adoption of bilateral loans in those
countries where approval by the parliament is
necessary (i.a. Germany)

The ECB also tried to stabilize situation by means of
extending the current less strict requirements on the
collateral quality® beyond the 2010 horizon. Ceteris
paribus, even in the next year it should be possible to
gain liquidity from the ECB against the Greek
government bonds. It should be nevertheless
mentioned that Fitch downgraded Greece’s rating by
two notches (to BBB-) on 9 April and said the outlook
remained negative. In the agency’s assessment thus
Greece fell to the lowest investment-grade rating.

3 Since December 2009 the euro tended to weaken against
the dollar.
4 BBB—or Baa3, i.e. the lowest threshold of investment band.



Greece’s situation clearly demonstrates a need of
more effective enforcement of fiscal rules in case of
their infringement and points also to necessity to
establish a mechanism of dealing with similar crisis
situation on European level. But it is still true that
prevention, i.e. responsible fiscal policy, is the best
cure.

Table A.1.1: Real Gross Domestic Product — yearly
growth in %, sa data

A.1 External environment

From the point of view of the Macroeconomic
Forecast, state of public finance in some European
countries represents a risk, which needs to be
monitored closely. Further possible worsening of
situation in Greece and other countries could trigger,
at worst, a second wave of financial crisis with serious
macroeconomic consequences.

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Forecast Forecast
EU27 1,2 1,3 2,5 2,0 3,2 2,9 0,8 -4,2 1,1 2,0
EA12 0,9 0,8 2,1 1,7 2,9 2,7 0,6 -4,1 1,1 1,9
Germany 0,0 -0,2 1,2 0,8 3,2 2,5 1,3 -5,0 1,4 1,9
France 1,0 1,1 2,5 1,9 2,2 2,3 0,4 -2,2 1,4 1,7
United Kingdom 2,1 2,8 3,0 2,2 2,9 2,6 0,5 -5,0 1,2 2,1
Austria 1,6 0,8 2,5 2,5 3,5 3,5 2,0 -3,6 1,3 1,9
USA 1,8 2,5 3,6 3,1 2,7 2,1 0,4 -2,4 2,4 2,8
Hungary 4,4 4,3 4,9 3,5 4,0 1,0 0,6 -6,3 -1,0 1,5
Poland 1,4 3,9 5,3 3,6 6,2 6,8 5,0 1,7 2,5 2,9
Slovakia 4,6 4,8 5,0 6,7 8,5 10,6 6,2 -4,7 2,3 3,9
Czech Republic 1,9 3,6 4,5 6,3 6,8 6,1 2,5 -4,2 1,5 2,4
Table A.1.2: Real Gross Domestic Product — quarterly
growth in %, sa data
2009 2010
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast Forecast Forecast Forecast
EU27 QoQ (-2,4 -0,3 0,3 0,1 0,2 0,3 0,4 0,3
YoY |-5,0 -5,0 -4,3 -2,3 0,3 0,9 1,0 1,2
EA12 QoQ (-2,5 -0,1 0,4 0,0 0,2 0,3 0,4 0,3
YoY |-5,0 -4,9 -4,1 -2,2 0,5 0,9 0,9 1,2
Germany QoQ |-3,5 0,4 0,7 0,0 0,3 0,3 0,4 0,4
YoY |-6,7 -5,8 -4,8 -2,4 1,5 1,3 1,0 1,4
France QoQ (-1,4 0,3 0,2 0,6 0,2 0,4 0,2 0,4
YoY | -3,5 -2,7 -2,3 -0,3 1,3 1,4 1,4 1,2
United Kingdom QoQ (-2,6 -0,7 -0,3 0,4 0,4 0,0 0,5 0,6
YoY |-5,3 -5,9 -5,3 -3,1 -0,2 0,5 1,3 1,5
Austria QoQ (-2,2 -0,5 0,5 0,4 0,3 0,4 0,3 0,4
YoY |-3,8 -4,6 -3,5 -1,9 0,6 1,6 1,4 1,4
USA QoQ (-1,6 -0,2 0,6 1,4 0,5 0,4 0,5 0,6
YoY |-3,3 -3,8 -2,6 0,1 2,2 2,8 2,8 2,0
Hungary QoQ (-2,3 -1,4 -1,2 -0,4 -0,1 0,3 0,2 0,5
YoY |-5,6 -6,8 -7,1 -5,3 -3,1 -1,4 0,0 0,9
Poland QoQ | 0,3 0,7 0,6 1,2 0,5 0,6 0,5 0,5
YoY| 1,5 1,5 1,3 2,8 3,0 3,0 2,8 2,1
Slovakia QoQ (-8,1 1,2 1,6 2,0 0,0 0,0 0,0 0,0
YoY |-4,9 -5,3 -4,9 -3,5 4,9 3,7 2,0 0,0
Czech Republic QoQ (-4,1 -0,3 0,6 0,7 0,2 0,3 0,3 0,4
YoY |-4,0 -4,9 -4,5 -3,1 1,2 1,8 1,5 1,2




A.1 External environment

Graph A.1.4: Real Gross Domestic Product

growth in %, sa data
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Graph A.1.5: Real Gross Domestic Product — Central European new member state economies
growth in %, sa data
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Table A.1.3: Prices of Commodities — yearly

spot prices
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Forecast Forecast
Crude oil Brent usD/barrel 25,3 28,8 38,3 54,4 65,4 72,7 97,7 61,9 81 92
growth in % prev.y. 3,6 14,0 33,0 42,0 20,1 11,2 34,4 -36,7 30,1 14,0
Crude oil Brent index (in CZK) 2005=100 63,5 62,4 75,6 100,0 113,4 113,3 127,7 90,5 116 128
growthin % prev.y. -10,9 -1,7 21,1 32,3 13,4 -0,1 12,7 -29,1 28,2 10,5
Wheat usb/t 148,5 146,1 156,9 152,4 191,7 255,2 326,0 223,5
growth in % prev.y. 17,1 -1,6 7,3 -2,8 25,8 331 27,7 -31,4
Wheat price index (in CZK) 2005=100 133,2 113,0 110,5 100,0 118,7 142,0 152,1 116,7
growth in % prev. y. 0,8 -15,2 -2,3 -9,5 18,7 19,6 7,1 -23,3

10



A.1 External environment

Table A.1.4: Prices of Commodities — quarterly

spot prices
2009 2010
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast Forecast Forecast
Crude oil Brent UsD/barel | 45,0 59,1 68,4 75,0 76,7 80 80 85
rastv% | -53,5 -51,8 -40,8 34,2 70,4 35,4 17,0 13,3
Crude oil Brent index (in CZK) 2005=100| 73,0 88,6 93,7 100,7 110 116 115 121
rastv% | -42,2 -40,5 -34,0 22,2 50,4 31,2 22,9 20,4
Wheat price usb/t| 232,0 248,0 209,0 205,0 196,0
ristv% | -43,6 -28,4 -34,3 -10,1 -15,5
Wheat price index (in CZK) 2005=100| 134,7 133,0 102,4 98,4 100,4
ristv% | -30,0 -11,7 -26,7 -18,1 -25,5
Graph A.1.6: Dollar Prices of Oil
in USD/barrel
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A.2 Fiscal policy

In previous years, the performance of general
government was positively influenced in particular by
the peak phase of the economic cycle. However,
economic recession has been bringing worsening of
outcomes since 2008, revealing again structural
deficiencies on the expenditure side of public budgets.

Graph A.2.1: Net lending/borrowing
in % of GDP
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Under preliminary CZSO data, general government
deficit reached 5.9 % of GDP in 2009. Compared with
the October forecast, the estimated size of the general
government deficit improved by 0.7 % of GDP. More
favourable result stemmed in particular from higher
than expected accrual tax receipts. However, these
preliminary data are still subject to some uncertainty
especially as regards tax receipts developments, in
particular those related to corporate income tax, and
also gross fixed capital formation.

With regard to unfavourable general government
performance, the debt reached 35.4 % of GDP by the
end of 2009. It is likely to grow significantly, owing to
the current unsustainable fiscal policy setup.

The target for general government deficit in 2010
remains at 5.3 % of GDP. Based on early 2010 data,
the MoF estimated an autonomous development of
performance of general government in 2010 and
notified a deficit of 5.9 % of GDP. The government at
its earliest session will therefore discuss and approve
a set of additional measures aimed at fulfilling this
target. They will include, among others, further
binding of expenditures in budget chapters,
reassessment of outlays within the privatization
account and higher than planned inclusion of
property income in revenues of public budgets.

The MoF took the spring notifications as an in-depth
audit of public budgets and an update of existing fiscal

plans. Comparing original forecasts with the outcome
of spring notifications makes it possible to identify the
size of additional measures required to reach the
planned deficit of general government.

Worsening of the notified deficit, compared with the
data in the Convergence Programme, is caused mainly
by lower estimate reflecting the tax collection in the
beginning of the year, by lower estimate of revenues
from property incomes, by higher-than-expected
expenditures of local budgets indicating as yet rather
unwillingness to adjust their spending to expected
receipts, and by updating of the size of tied
expenditures in individual budgetary chapters.

For the time being, first information on the size of tax
collection in 2010 do not fully correspond to expected
increase of revenues. Nevertheless collection in the
beginning of this year was still influenced by expiring
bonus for employer-paid security contributions and
also could reflect partial advance buying of products
covered by an increase in VAT rates. For this reason, a
slight upward revision of revenues cannot be
excluded.

When assessing fiscal policy results in 2009 and 2010 it
is necessary to say that expenditure frameworks valid
for these years were set as early as in 2007, i.e. in
period of the highest boom and were only minimally
changed afterward. Consequently, their setting
partially reflected the then optimistic expectations of
future economic developments.

Graph A.2.2: Government debt
in % of GDP
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In 2010, the general government debt should reach
37.5 % of GDP, reflecting the development of deficit.
Nevertheless growth of debt is slightly impeded by
inclusion of funds gained by bond issues in the past
years.



For future years the Macroeconomic Forecast allows
for fiscal consolidation, as outlined in the Convergence
Programme of the Czech Republic, and thus for
fulfilment of the Maastricht criterion for government
deficit in 2013. Although with regard to elections

Table A.2.1: Net lending/borrowing and debt

A.2 Fiscal policy

concrete mix of consolidation measures is uncertain,
step-by-step contained the
Convergence Programme be considered a
necessary minimum, also with regard of the CR’s
commitments toward the EU.

consolidation in

can

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Prel. Prel. Forecast

General government balance bill. CZK -132 -167 -170 -83 -107 -84 -23 -99 214 -196
General government debt bill. czK 585 695 768 848 885 948 1024 1105 1282 1383
growthin % 44,2 18,9 10,5 10,4 4,4 7,1 8,0 7.9 16,1 7.9

% GDP 24,9 28,2 29,8 30,1 29,7 29,4 29,0 30,0 35,4 37,5

Interest derivatives bill. CZK 0,0 0,0 -0,5 -0,5 0,2 -0,4 0,7 -1,8 -1,3 -1,1
EDP B.9 7 bill. CZK -132 -167 -171 -83 -107 -85 -24 -100 215 -197
% GDP -5,6 -6,8 -6,6 -3,0 3,6 -2,6 0,7 -2,7 -5,9 -5,3

Interest expenditure % GDP 1,0 1,2 1,1 1,2 1,2 1,1 1,1 1,1 1,3 1,7
Primary balance % GDP -4,6 -5,5 -5,5 -1,8 2,4 -1,5 0,5 -1,7 -4,6 -3,6

Note: Government debt consists of the following financial instruments: currency and deposits, securities other than shares excluding
financial derivatives and loans. Government debt means total gross debt at nominal value outstanding at the end of the year and
consolidated between and within the sectors of general government. The nominal value is considered to be an equivalent to the face
value of liabilities. It is therefore equal to the amount that the government will have to refund to creditors at maturity.

Y Hedging instruments used to avoid interest rate change risk.

2 General government net lending/borrowing relevant for fulfilment of Maastricht convergence criteria. Compared to net
lending/borrowing from national accounts, this item is adjusted for interest rate derivatives.

Note : The notified deficit for 2009 was 5.9 % of GDP, the notified debt stood at 38.1 % of GDP.

A.3 Monetary policy and interest rates

Monetary policy

To secure price stability, the CNB makes use of
inflation-targeting regime. Inflation target is generally
defined as the YoY increase in the CPIl by 2.0 % (with
tolerance band of +1p.p.) from January 2010.
Inflation target is set as medium-term with a
monetary-policy horizon of 12-18 months.

Limit interest rate for 2-week repo operations (2W
repo rate) is the primary instrument of monetary
policy. It remained at unchanged level of 1.00 % in the
first quarter of 2010.

Monetary measures implemented by the US Fed and
ECB in the first quarter of 2010 did not change interest
differential. The latter was at zero level between the
CR and EMU and reached 0.75-1.00 p.p. between the
CR and US by the end of March 2010. From the
viewpoint of future of
differentials no major depreciation or appreciation

development interest
pressures on the Czech koruna are expected. Slow
appreciation against both currencies should be
adequate to the convergence scenario.
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Interest rates

3-month PRIBOR rate decreased in the first quarter of
2010 against the fourth quarter of 2009 by 0.3 p.p. to
1.5 % (unchanged) thanks to lower average level of
2W repo rate and lower risk premia. From the second
half of 2010 a gradual rising of inter-bank interest
rates is expected, which should not however dampen
ongoing economic recovery. In the economy no major
pro-inflationary pressures are identified (inflationary
outlook corresponding to target, negative output gap,
growth of real wage costs below long-term average).
For 2010 average PRIBOR rate is estimated at 1.5 %
(1.7 %) and for 2011 at 2.2 % (2.4 %).
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Average vyields to maturity of 10-year government
bonds reached 3.9 % (3.7 %) in the first quarter of
2010. For the following period their stability is
expected to continue at average level of 4.0 % (3.8 %)
as well as in 2011 (unchanged).

Average nominal interest rates from deposits of
households are expected to remain more or less stable
over 2010 at some 1.3 % (unchanged). Due to a lag
they should start responding to rising inter-bank rates
approximately from early 2011 and their average level
is estimated at 1.4 % (1.3 %). Average nominal interest
rates from credits to non-financial businesses,
influenced not only by inter-bank rates but also by
level of risk of individual firms, are expected to grow
by end of this year. In 2010 average rate is estimated
at some 4.2 % (unchanged) and in 2011 at 4.6 %

(4.5 %).

Average real rates from deposits of households after
taxation are expected at —1.2 % in 2010 and at 0.9 % in
2011 thanks to year-on-year decline in consumer price
index (between December 2011 and 2010) and growth
of nominal interest rates. Real rates from credits to
non-financial businesses are expected only slightly
lower in comparison with 2009, 3.5 % in 2010, 3.7 % in
2011.

14
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Graph A.3.2: Average Real Rates on Credits and
Deposits

rates on credits deflated by end-of-year final domestic use deflator,
rates on time/savings deposit (net of 15% income tax) deflated by
end-of-year CPI growth, in % p.a.
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Interest rates from new credits to households
increased to 14.9 % in the fourth quarter. Tightening
of interest conditions was partially caused by change
in the structure of provided credits where share of
higher-interest-bearing bank overdrafts increased
(their average stock increased in the fourth quarter,
QoQ, despite decline in other types of credits. Interest
rates from new credits to non-financial businesses fell
negligibly to 4.1 % in the fourth quarter (without

change in the structure they would remain the same).

Graph A.3.3: Interest Rates on New Loans to

Households and Non-Financial Corporations
in % p.a.
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A.3 Monetary policy and interest rates

Table A.3.1: Interest Rates - yearly

average interest rates in per cent p.a.

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Forecast Forecast

Repo 2W CNB (end of year) 2,75 2,00 2,50 2,00 2,50 3,50 2,25 1,00
Main refinancing rate ECB (end of year) 2,75 2,00 2,00 2,25 3,50 4,00 2,50 1,00
Federal funds rate (end of year) 1,25 1,00 2,25 4,25 5,25 4,25 0,25 0,25
PRIBOR 3M 3,55 2,28 2,36 2,01 2,30 3,09 4,04 2,19 1,5 2,2
Government bond yield to maturity (10Y) 4,94 4,12 4,75 3,51 3,78 4,28 4,55 4,67 4,0 4,0
Interest rates on loans to non-financial corpor. 5,82 4,57 4,51 4,27 4,29 4,85 5,59 4,58 4,2 4,6
Interest rates on deposits from households 2,06 1,40 1,33 1,24 1,22 1,29 1,54 1,37 1,3 1,4
Real rates on loans to non-financial corporations 1 5,65 3,72 0,47 3,38 2,95 1,22 2,33 3,89 3,5 3,7

Net real rates on deposits

from households with agreed maturity 2) 1,19 0,18 -1,64 -1,13 -0,63 -4,10 -2,26 0,17 -1,2 -0,9

1 Deflated by domestic demand deflator.
2 Net of 15 % income tax, deflated by CPI.

Table A.3.2: Interest Rates - quarterly
average interest rates in per cent p.a.

2009 2010
Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Repo 2W rate CNB (end of period) 1,75 1,50 1,25 1,00 1,00
Main refinancing rate ECB (end of period) 1,50 1,00 1,00 1,00 1,00
Federal funds rate (end of period) 0,25 0,25 0,25 0,25 0,25
PRIBOR 3M 2,71 2,32 1,97 1,77 1,50 1,4 1,5 1,7
Long term interest rates
—10-year government bonds yield to mat. 4,55 5,24 4,99 3,91 3,94 4,0 4,0 4,0
Interest rates on loans to non-financial corporations 4,99 4,63 4,40 4,32 4,2 4,2 4,1 4,3
Interest rates on deposits from households 1,47 1,40 1,33 1,30 1,3 1,3 1,3 1,3

Graph A.3.4: Interest Rates
in % p.a.
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A.3 Monetary policy and interest rates

Graph A.3.5: Real PRIBOR 1Y

deflated ex post and ex ante by final domestic use deflator, in % p.a.
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Graph A.3.6: Short - Term Interest Rate Spread

in percentage points

4

3 A

AN AN

1 k\ /\

AN o [

. ~ I~V
N —

| — PRIBOR 3M / CZK — Fed Funds Rate / USD
=== PRIBOR 3M / CZK — EURIBOR 3M / EUR

1/02 1l 1/03 1l 1/04 1l 1/05 1 1/06 1l 1/07 1] 1/08 1] 1/09 1] 1/10

Graph A.3.7: Long - Term Interest Rate Spread

government bonds, in percentage points

2,0

7\

:: AN / ,/_\
00 TN v \ < / \V/ \\
\/_/" \ — ~_ N

05
ol \\ /\
—5SD10Y/CZK—SD 10Y / USD —
——SD10Y/CZK—SD 10Y / EUR
1,5 ‘ ‘
1/02 Il 1/03 Il /o4 1/05 Il 1/06 Il 1/07 Il /o8 1/09 1 1/10

16



A.4 Exchange Rates

Flexibility of the exchange rate helps the economy to
respond to unfavourable shocks. Weakening of the

A.3 Monetary policy and interest rates

Graph A.4.1: Exchange Rate CZK/EUR

quarterly averages

exchange rate of the koruna against the euro up to 23 -
two-year trough of CZK/EUR 28.46 in February 2009 0 trendsince 1958 Forecast
contributed to abatement of exporters’ problems
when external demand had weakened sharply in 25 //C
global economic crisis. Average value of the exchange 26 /
rate in March 2010 was CZK/EUR 25.54, which was by
1.5 % less than the trend value. 27
The adopted scenario assumes that the exchange rate 28
will hover below the long-term trend values over 2010 29
and 2011, keeping the tendency to moderate nominal 1/06 1/07 1/08 1/09 1/10 1/11
and real appreciation.
Table A.4.1: Exchange Rates — yearly
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Forecast Forecast Outlook
Nominal exchange rates:
CZK / EUR average | 31,84 31,90 29,78 28,34 27,76 24,94 26,45 25,5 24,6 23,7
appreciation growth in % -3,2 -0,2 71 5,1 2,1 11,3 -5,7 3,7 3,8 3,8
CZK / USD average | 28,23 25,70 23,95 22,61 20,31 17,03 19,06 18,8 18,2 17,5
appreciation growth in % 16,0 9,8 7,3 5,9 11,3 19,2 -10,6 1,5 3,2 3,8
NEER average 0f2005=100 93,5 94,1 100,0 1051 107,9 120,4 116,2 119 124 128
appreciation growth in % -0,1 0,7 6,2 5,1 2,6 11,6 -3,5 2,7 3,7 3,8
Real exchange rate 1
to EA12 average 0f2005=100 93,2 95,4 100,0 104,2 107,5 119,2 114,2 118 121 126
appreciation growth in % -4.,4 2,4 4,8 4,2 3,1 10,9 -4,2 3,1 3,1 3,9
1 Deflated by GDP deflators.
Table A.4.2: Exchange Rates - quarterly
2009 2010
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Nominal exchange rates:
CZK / EUR 27,60 26,68 25,60 25,91 25,9 25,6 25,4 25,2
appreciation growthin % -7,4 -6,9 -5,9 -2,2 6,7 4,1 0,8 3,0
CZK / USD 21,21 19,59 17,90 17,53 18,7 19,0 18,8 18,6
appreciation growthin % -19,5 -18,9 -10,4 9,8 13,3 3,2 -4,8 -5,9
NEER average 0f2005=100 111,1 115,1 119,8 118,5 118 119 120 121
appreciation growthin % -5,7 -5,2 -3,6 0,4 6,0 3,0 -0,1 2,0
Real exchange rate to EA12 averageof2005=100 110,0 113,3 116,9 116,8 117 117 117 120
appreciation growthin % -5,8 -4,9 -4,6 -1,2 6,0 3,6 0,3 2,6




A.4 Exchange Rates

Graph A.4.2: Nominal Exchange Rates
quarterly average, average 2005 = 100 (rhs)
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Graph A.4.3: Real Exchange Rate to EA12
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A.5 Structural policies

In February 2010 the Czech government adopted a
document called Recovery from the Crisis -
Government Policy in the Short- and Medium-term
Horizon, aimed to mitigate negative consequences of
crisis and start economic growth. Proposed measures
include general government consolidation, support of
enterprising, more effective state administration or
fight with corruption. They are conceived as
recommendation for government arising from May
elections.

Business environment

In March 2010 the Chamber of Deputies adopted a law
that should help reduce administrative burden of
entrepreneurs. The amendment changes eight
regulations representing extra administrative burden,
which turned out ineffective in practice. The changes
cover especially entering the business and business
activities of SMEs, excessive duty to send forms and
documents to oversight bodies has been abolished.
Expected economy due to administrative burden
lowering should exceed CZK 0.5bn a year.

On 15 March 2010 the Czech government approved a
proposal to simplify drawing of finance from
structural funds and Cohesion Fund. The changes
cover especially authorisation procedures, financial
planning and management, control activity and
tackling of discrepancies. They will lead to
administrative burden reduction and will help to
consolidate rules of granting subsidies for all groups of
beneficiaries.

Taxation

On 1 April 2010 an amendment to the Act on
Consumption Tax became effective, creating a legal
framework for the Union’s electronic system for
transport and monitoring of products liable to
consumption tax. The system was established to fight
with tax frauds regarding consumption taxation.

Labour market

Strengthening of economic activity was the aim of
amendments to the Act on Employment and Act on
Assistance in  Material Poverty, increasing
interconnection of job-seekers’ material-security
claims with system of assistance in material poverty
and introducing stricter rules of active employment
policy. The period of support in unemployment was
shortened by one month while unemployment benefit
was increased — for the first two months it amounts to

A.4 Exchange Rates

65 % of average net monthly earnings reached in the
last job, for the next two months to 50 % and for the
remaining part of period of support to 45 %.> Changes
were made also as regards material-poverty assistance
benefits: now they are paid in the form of vouchers for
purchase of goods from 35 % at least and 65 % at
most.

As regards health insurance system, in 2009 payment
of sickness benefits was abolished for the first three
calendar days of illness and payment of the benefits
by the employer was introduced for the fourth
through fourteenth day. The measure was to eliminate
sick pay abuse and to reach lower sickness rate.
Changes were accompanied with a cut in social
insurance rate by 1.0 p.p. Also social contributions
paid by employees were cut by 1.5 p.p. with rate on
physical persons’ income tax and tax allowances being
preserved. For 2010 reduction thresholds of
healthcare insurance were increased and size of sick
pay and of financial assistance in maternity for the
whole period of support time were temporarily
reduced to single 60 %.

An increase in earned net income of persons with
children is to be ensured by higher tax
allowance/bonus per child in 2010. The size of
children’s allowances thus gets back to the same level
as before anti-crisis package. Within consolidation
measures of the state budget, ceilings for social and
healthcare insurance premiums® were increased for
2010 to 72-multiple of average monthly wage.

Measures of the first stage of pension reform came
into effect in 2010, extending gradually the statutory
retirement age up to 65 years for men and to 62-65
years for women (depending on the number of
brought-up children). The amendment extends
necessary time of insurance to 35 years and excludes
time of study from the category of alternative periods
of insurance. It re-considered also definition of full and
partial disablement in the sense of more targeted
directing of disablement pension, introducing three
degrees of disablement. Among structural measures,
also strengthening of motivation of older persons to

® Anti-crisis measure that should increase unemployment
benefit to 80 % in the first two months and to 55 % for the
remaining part of period of support or to 85 % in case of
re-qualification, never became effective.

® Within proposed measures for 2011, such state should
remain preserved also after 2010.



stay on the labour market is important. Motivation
includes more severe cuts in old-age pensions in case
of early retirement, and growth of percent term of

A.6 Demographic trends

Under preliminary data, population of the CR grew
over 2009 by 0.4 %, surpassing the level of 10.5 mil.
for the first time since the mid-forties of the past
century.

Despite falling demand for foreign workforce, positive
balance of migration kept on relatively high level of
28 thousand people, representing the most important
factor of an increase in population although its
intensity fell considerably in comparison with 2008.

Natural increase of population reached 11 thousand
persons, which is 4 thousand less compared with
2008. These characteristics suggest that demographic
situation hovers between trajectories of high and
mean variant of the CZSO 2009 Demographic
Projection.

Graph A.6.1: Groups by Age
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In general it can be said that from economic point of
view the Czech population has still a very favourable
structure with high share of working-age population
(15 to 64 years), which however obviously reached its
maximum at the turn of 2008 and 2009.

20

A.5 Structural policies

old-age pension in case of concurrence of employment
and drawing a full or partial pension.

Graph A.6.2: Czech Population from 15 to 64 years

quarterly averages, in thousands
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Also under assumptions of high variant of the
projection, net immigration of 40 thousand persons at
most can be expected, which does not outweigh
domestic factors worsening the demographic
structure slightly.

In our calculations, however, stagnation or following
moderate decline in the number of working-age
population should be more than compensated by
effects within the age structure of the workforce when
structural shares of age groups with high or growing
participation increase. Further rise in labour market
flexibility could help create situation when the Czech
economy will not suffer from lack of available
workforce.



A.5 Structural policies

On the other hand, the projection confirms Graph A.6.3: Life Expectancy

progressing population ageing process. For the first in years

time in Czech history, number of people younger than 83  remales
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Table A.6.1: Demography

in thousands of persons, end-of-year

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Estimate Forecast Forecast Outlook Outlook

Population (January 1) 10211 10221| 10251 10287 10381| 10468 10507 10560 10613 10665
growth in % 0,1 0,1 0,3 0,4 0,9 0,8 0,4 0,5 0,5 0,5

Age structure (January 1):

(0-14) 1554 1527 1501 1480 1477 1480 1492 1516 1545 1573
growth in % -2,2 -1,8 -1,7 -1,5 -0,2 0,2 0,8 1,6 1,9 1,8
(15-64) 7 234 7 259 7 293 7 325 7 391 7431 7418 7408 7 366 7 320
growth in % 0,5 0,3 0,5 0,4 0,9 0,5 -0,2 -0,1 -0,6 -0,6
(65 and more) 1423 1435 1456 1482 1513 1556 1598 1636 1702 1772
growth in % 0,4 0,8 1,5 1,8 2,1 2,9 2,7 2,4 4,0 4,1
Old-age pensioners (Jan 1) 1933 1965 1985 2024 2061 2102 2 145 2182 2218 2 253
growth in % 0,6 1,7 1,0 2,0 1,8 2,0 2,0 1,7 1,6 1,6

Old-age dependency ratios (Jan 1 in %):

Demographic 1 19,7 19,8 20,0 20,2 20,5 20,9 21,5 22,1 23,1 24,2
Under current legislation 2 32,8 32,8 33,0 33,3 33,4 33,7 34,1 34,5 34,8 35,2
Effective >’ 40,9 41,5 41,3 41,6 41,5 41,8 43,5 44,8 45,4 45,9
Fertility rate 1,226 1,282 1,328 1,438 1,497 1,49 1,51 1,53 1,54 1,55
Population increase 9 31 36 94 86 39 53 53 53 52
Natural increase -10 -6 1 10 15 11 13 13 13 12
Live births 98 102 106 115 120 118 118 118 117 116
Deaths 107 108 104 105 105 107 106 105 105 104
Net migration 19 36 35 84 72 28 40 40 40 40
Immigration 53 60 68 104 78 40

Emigration 35 24 33 21 6 12

Y Demographic dependency: ratio of people in senior ages (60 and more) to people in productive ages (20 - 59).

2 Dependency under current legislation: ratio of people above the official retirement age to the people over 19 below the official
retirement age.

3 Effective dependency: ratio of old-age pensioners to working people.

21



Graph A.6.4: Dependency Ratios
definitions — see Table A.6.1, in %
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B Economic cycle

B.1 Position within the economic cycle

Potential product, specified on the basis of calculation by means of the Cobb-Douglas production function, indicates
the level of GDP achieved with average use of production factors. Growth of potential product expresses possibilities
for long-term sustainable growth of the economy free of imbalances. It can be broken down into contributions of the
labour force, capital stock, and total factor productivity. The output gap identifies the cyclical position of the economy
and expresses the relationship between GDP and potential product. The concepts of potential product and output gap
are used to analyze economic development and to calculate the structural balance of the general government.

Under current conditions, however, when steep changes in the level of economic output are taking place, it is very
difficult to distinguish the influence of deepening of the negative output gap from that of a slowdown in potential
product growth. Results of these calculations thus display high volatility and should be treated very cautiously.

Graph B.1.1.: Output Gap Graph B.1.2: Potential Product Growth
in % of potential GDP in %, contributions in percentage points
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Table B.1: Output Gap and Potential Product

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Qi1
Output gap percent -0,1 -1,4 -1,5 -1,6 -0,6 1,3 3,8 2,9 -4,2 -4,5
Potential output growth in per cent 2,6 3,3 3,7 4,5 5,2 4,8 3,6 3,3 2,8 2,4
Contributions:
TFP percentage points 2,0 2,5 3,0 3,7 4,0 3,5 2,4 1,9 1,5 1,3
Fixed assets percentage points 0,8 0,7 0,7 0,8 0,8 0,9 1,1 1,0 0,7 0,6
Participation rate percentage points -0,4 -0,1 -0,2 -0,2 0,2 0,2 -0,2 0,0 0,4 0,5
Demography V! percentage points 0,2 0,2 0,2 0,2 0,2 0,3 0,3 0,4 0,2 0,0

1 Contribution of growth of working-age population (15-64 years)



Economic recession, which hit the Czech economy at the
turn of 2008 and 2009, resulted in an emergence of a
deeply negative output gap. According to current
calculations, it hovered between —4.5 % and —3.5 % over
the entire year 2009 and in early 2010, which indicates
the lowest utilisation of economic potential in the post-
transformation period.

Deep negative output gap reflects in the economy by
extremely low utilisation of production capacities in the
industry, steep rise in the unemployment rate, reduction
in the number of vacancies and, last but not least,
substantial worsening of the general government deficit.

Total factor productivity (TPF) is the component of the
potential product that was hit most. Economic problems
led to YoY decline in TPF over the year 2009. Although in
early 2010 YoY growth of TPF apparently revived, its
trend value keeps on slowing to assumed 1.4 % in the
first quarter of 2010.

B.2 Composite leading indicator

B.1 Position within the economic cycle

Deep dropout in investment activity led to lowering of
contribution of capital stock from 1.1 p.p. in the fourth
quarter of 2007 to expected 0.6 p.p. in the fourth
quarter of 2010. On the contrary, labour supply,
measured as ratio of labour force to the number of
population aged 15-64, accelerated its growth in 2009.

Slowdown in growth of trend TPF reflects directly in
YoY growth of potential product, which decreased
probably to 2.8 % over 2009 and reached apparently
2.4 % in the first quarter of 2010. Further development
of potential product will depend on the speed of the
economy’s recovery. To close gradually the negative
output gap and to accelerate potential growth again,
the economy will have to start reaching higher paces of
GDP growth compared with the potential product.

Leading composite indicator is compiled from the results of business cycle surveys meeting basic demands made on
cyclical leading indicators — economic significance, statistically observable relation to the course of economic cycle
ahead of time and timely and regular availability. Since December 2008 the indicator is compiled from those business
cycle indicators that showed a high level of correlation with average lead of six months.

Graph B.2.1: Leading Composite Indicator
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Leading composite indicator signalled approximation of
relative cyclical component to zero value in the fourth
quarter of 2009 i.e. further QoQ growth of real GDP.
Real data confirmed such development.

For the first quarter of 2010 the leading composite
indicator signals further improvement of negative value
of relative cyclical component with possible slowdown
in this process in the second quarter of 2010.

CZSO new preliminary data for the fourth quarter of
2009 accompanied by data revision of 2009 quarterly
national accounts led again to considerable shift of the
end of time series of relative cyclical component,
correlating now more with recent development of
composite indicator.

Higher volatility of estimated relative cyclical
component of GDP is caused by change in seasonal

adjustment method used by the CZSO.



B.3 Individual business cycle indicators

Business cycle surveys express respondents’ views of the current situation and short-term outlook and serve to identify
in advance possible turning points in the economic cycle. The main advantage lies in quick availability of results
reflecting a wide range of effects shaping expectations of economic entities.

The surveys share a common characteristic: respondents’ answers do not provide a direct quantification but use more
general qualitative expressions (such as better, the same, worse, or growing, not changing, falling, etc.). Trends are
reflected in business cycle balance, which is the difference between answers ,improvement” and , worsening”
expressed in per cents of observations.

Aggregate indicator of confidence is presented as weighted average of seasonally adjusted indicators of confidence in
industry, construction, trade, select sectors of services and of consumer confidence. Weights are established as follows:
indicator of confidence in industry is assigned weight of 40 %, those of construction and trade 5 % each, that for
selected services 30 % and for consumer confidence 20 %.

Graph B.3.1: Confidence Indicators
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Assessment of the first months of 2010 in industrial
businesses was favourable. It stemmed from improving
economic situation and total and foreign demand.
However, in their outlook for the second quarter of 2010
the respondents are more cautious and allow for less
favourable development of production activity. It is due
to lower assessment of expected total and foreign
demand. In three-month horizon thus partial worsening
of economic situation of businesses is expected, in six-
month horizon improvement again.

In construction situation started turning for the better
at last in the first quarter of 2010. For the second
quarter expectations regarding construction activity are
still cautious but respondents expect improvement in
employment. As regards economic situation assessment,
a major improvement cannot be expected for the time
being. Construction businesses allow for improvement in
the next period.

As regards trade, economic problems were solved in the
first quarter. It is reflected in better assessment of the
current economic situation and in slightly optimistic
three-month outlook. In selected sectors of services
situation is stable, assessment of expected demand
shows growing trend.

Consumer confidence fell slightly in the March survey
but still keeps on stable level. It stems from the survey

B.3 Individual business cycle indicators

that next twelve-month development will bring a slight
worsening of total economic situation but
improvement in financial situation of consumers. Share
of respondents, expecting an
unemployment, slightly increased.

increase in

Graph B.3.2: Aggregate Confidence Indicator
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On the basis of economic entities’ opinions it can be
assumed that QoQ growth continued in the first
quarter of 2010 (industry, services). For the second
quarter of 2010 the survey indicates further possible
moderate growth. However, risk related with external
demand development increases.



C Forecast of macroeconomic indicators

C.1 Economic output

After downturn at the turn of 2008 and 2009, the Czech
Republic is recovering successfully. Pro-growth
measures had their impacts on the domestic market
over 2009, Czech firms profited also from stimulation
programmes abroad. Stabilization of economies of our
main trading partners has started to make itself felt.

In the fourth quarter of 2008 the Czech Republic was
fully hit by the world economic crisis and entered the
recession. Under current CZSO estimates, recession
lasted three quarters with seasonally adjusted real GDP
decreasing by 5.0 % during this period. After slowdown
in decline in the second quarter, a turnaround was seen
in the third quarter with QoQ growth reaching 0.6 %
(0.8 %). Recovery roughly in line with potential product
growth has continued in the fourth quarter of 2009 with
GDP growth by 0.7 % (0.8 %). With regard to revision of
the previous quarters it means a YoY decline in real GDP
in the fourth quarter of 2009 by 2.8 %’ (2.3 %). For the
entire 2009 thus real GDP fell by 4.2 % (4.0%) in
comparison with 2008.

During the first quarter of 2010 the Czech economy
obviously continued recovering too. One-off stabilization
measures in the beginning of the year probably caused a
moderate slowdown. QoQ growth is estimated at 0.2 %
(decline by 0.2 %), which means YoY growth by 1.2 %
(1.6 %).

Improved external conditions should gradually
compensate restrictive impacts of stabilization
measures. Contribution of foreign trade should become
the key pro-growth factor instead of current
government institutions spending. In the following years
also domestic demand should recover. The forecast of
GDP growth for 2010 is 1.5 % (1.3 %). In 2011 a
moderate acceleration to 2.4 % (2.6 %) should be seen.

A considerable improvement of terms of trade,
connected in particular with lower YoY prices of oil,
resulted in considerably lower decline in real gross
domestic income (RGDI), reflecting income situation of
the Czech Republic, than in real GDP. In the fourth
quarter of 2009 RGDI fell by mere 1.6 % (growth by
0.3 %) YoY. In 2010 real income could rise by 0.7 %

0.8 %) and in 2011 by 2.1 % (2.5 %).
(0.8 %) y (2.5 %)

” Data without seasonal adjustment are given in the text,
unless stated otherwise.

27

Real dynamics is reflected also in nominal GDP, the key
variable for fiscal forecasts. In the fourth quarter of
2009 a YoY decline by 1.5 % (growth by 0.5 %) was
recorded where YoY contraction in real economy was
mitigated by improvement in terms of trade. For the
entire 2009 GDP in current prices fell by 1.7 % (1.1 %).
First nominal GDP decline in the history of market
economy in the CR was thus recorded. In 2010 growth
by 1.7 % (1.9 %) is expected and in 2011 by 3.5 %
(3.6 %).

As regards income structure of GDP, stagnation in the
business profitability is expected. In the fourth quarter
of 2009 gross operational surplus fell by 0.2 % (growth
by 3.0 %) and for the entire 2009 by 0.4 % (0.1 %). In
2010 growth by 0.7 % (1.8 %) is expected. In 2011
growth by 1.8 % (3.5 %) can be assumed i.e. with
dynamics below the level of nominal GDP.

Forecasts are still related with high rate of uncertainty
ensuing especially from external environment. Impacts
of data revisions on past development of the economy
can be also relevant. The situation is documented by
means of Graph C.1.2 in an annex.

Expenditures in GDP

Change in inventories was the dominant component of
unfavourable economic development in 2009. Its
contribution to total decline in economic output was
-2.5 p.p. Although updating of quarterly national
accounts data for the first to third quarters of 2009
brought along a reduction in average contribution to
YoY decline from -3.4 p.p. to —1.7 p.p., fourth-quarter
results came as an unpleasant surprise.

Instead of expected gradual restoration of the stock of
inventories related with the economy’s recovery, a
contribution of —5.1 p.p. was recorded, surpassing
significantly YoY decline in real GDP (see Graph C.1.7 in
an annex). Under tightened economic conditions and
pressure to maintain cash-flow, businesses have been
motivated to reduce Nevertheless
of change in to GDP
development needs to be assessed rather cautiously. In
revisions of data made by the CZSO, absolute value of
contribution of change in inventories decreases
regularly to a considerable extent.

inventories.

contribution inventories



YoY decline in real household expenditures on final
consumption reached 0.9 % (growth by 0.4 %) in the
fourth quarter of 2009. For the entire 2009 household
consumption fell by 0.2 % (growth by 1.4 %). Noticeable
difference between reported decline and the January
forecast stems mainly from change in data for the first
through third quarters of 2009 where originally reported
cumulative increase by 1.7 % was updated to 0.1 %.

National accounts provide an interesting view of the
main cause of reduction of real household consumption.
By intuition it could have been assumed that it was
caused mainly by drop in employment and related
decline in wage bill, reaching 1.7 % nominally and 2.0 %
in real terms (household consumption deflator).
However, deeper analysis shows that lower gross wage
bill was fully compensated by tax allowances within
stimulation measures and that dropout in incomes from
household property by 26.3 %, i.e. by CZK 43bn, was the
dominant factor.

From early 2010 budgetary measures to stabilize general
government balance make themselves felt. Further
growth of consumption will be counteracted by falling
employment and ensuing worsening income situation of
households.

In 2010 household consumption is expected to fall by
1.1 % (decline by 0.8 %). In 2011 it is expected to start
growing again at some 2.0 % (unchanged).

Government expenditures on final consumption rose
by 5.1 % (2.4 %) in the fourth quarter of 2009. In 2009
rise in government consumption reached 4.4 % (4.0 %).
Government consumption thus was the most important
component of use slowing the economic decline.

In accordance with adopted stabilization measures
austerity behaviour of government institutions is
expected as regards both employment in the
government sector and purchases of goods and services.
Expected development of government consumption in
2010 should reflect efficient measures to cut
government sector deficit. In the following years it
should reflect consolidation strategy adopted by the
government, which is to ensure meeting of the
Maastricht criterion for public finance deficit in 2013.

In 2010 real government consumption is assumed to fall
by 2.5 % (1.7 %). In 2011 government consumption
should fall by 0.9 % (growth by 1.0 %).

Volume of gross fixed capital formation fell by 7.0 %
(7.3 %) in the fourth quarter of 2009. Purchases of
transport vehicles fell most, by 23.1 %, investments in
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other machines by 22.6 %. Nevertheless investments in
housing fell by mere 7.7 %, investments in other
construction even grew by 8.7 %.

In the current uncertain situation it is necessary to take
into account that many investment plans were
reconsidered or postponed due to low utilisation of
existing capacities. Willingness of foreign investors to
make new investments or reinvest profits from their
business operations in the CR will depend on their
situation in their home countries. On the other hand,
room for new production capacities may arise after the
market has been cleaned up in recent months.

After overheating of the housing market in 2007 and
2008, situation should gradually return to trajectory
sustainable in the long run. With regard to households’
financial situation, trajectory deviation in the opposite
direction can be rather expected.

On the other hand, fall in investment could be
mitigated by infrastructure with
contributions from EU funds. Volume of investment fell
by 8.3 % (7.5 %) in 2009. For 2010 further decline by
3.7% (unchanged) is expected. In 2011 growth
dynamics should restore at some 2.5 % (unchanged).

investment

After dropout to —3.1 p.p. in the fourth quarter of 2008,
contribution of foreign trade (FT) on sa data was
improving over 2009, reaching positive value of 2.7 p.p.
in the fourth quarter. For the entire year the
contribution reached —0.5 p.p. (-0.6 p.p.).

In the second and third quarters of 2009 the export and
thus also FT contribution to GDP development was
obviously positively influenced by foreign governments’
measures, especially the industry support. This effect,
however, needs to be taken as temporary one.

In 2010 positive effect of domestic demand reduction
due to stabilization measures as well as ongoing
recovery in partner countries should be seen. FT
contribution should be distinctly positive, amounting to
1.8 p.p. (1.5 p.p.). For 2011 FT contribution at some
0.7 p.p. (0.6 p.p.) is expected.



C.2 Prices of goods and services

Consumer prices

March YoY inflation reached 0.7 % (1.5 %). This value is
significantly lower than expected, in particular due to
lesser increase of regulated prices, especially regulated
rents, market inflation, and also due to updating of
consumption basket weights from this January, whose
shape was known as late as after the closing date of the
January version of the Macroeconomic Forecast. Also
increases in some indirect taxes, regulated prices and
fuel prices contributed to price growth.

Contribution of administrative measures played again a
dominant role in growth of prices. Within government
package to cut the state budget deficit, VAT basic and
reduced rates were increased by 1 p.p. and excise taxes
on fuels, spirits and beer were increased too
(contribution of 1.0 p.p.) from January. Since mid-year
an increase in excise taxes on cigarettes is expected to
reflect in prices (contribution of 0.2 p.p.). Also prices of
regulated rents (contribution of 0.2 p.p.), heat, water
rate, sewage charges and medicines (total contribution
of 0.2 p.p.) were growing, even if more slowly. From the
fourth quarter also prices of gas should increase
(contribution of 0.2 p.p.). Prices of electricity fell
(contribution of -0.1 p.p.).

Estimate of contribution of regulated rents in January
forecast (0.6 p.p.) seems to have been apparently
overvalued. This item is difficult to predict, both its size
and timing. The calculated contribution always
represents maximum growth and spread over time, but
its actual fulfilment depends on local administrations
decision.

Prices in the section of transport were influenced by
opposite development of prices of fuels and cars. While
average price of Natural 95 petrol was the highest in
March from August 2008, prices of cars were falling. Due
to the strong effect of low comparison basis especially in
the first half of 2009, oil prices are nevertheless an
important contributor to YoY consumer inflation.

YoY declines in food prices slow down responding thus
to development of agriculture producer prices and world
prices. Their negative contribution should gradually fully
disappear. Since mid-2010 a moderate increase is
expected.

Weak domestic demand, which is well visible in
development of demand for non-food consumer goods,
has anti-inflationary effect. Record MoM fall in prices in
the section of clothing and footwear recorded in January
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was followed by the above-mentioned decline in prices
of cars. Also prices in sections of recreation and culture
or housing furnishings and equipment were lower in
YoY terms. Fragile recovery of domestic economy,
persisting negative output gap, worsened conditions on
the labour market, moderate growth of wages and
related cooling household consumption create a very
limited room for consumer price growth.

On the basis of mentioned assumptions, average rate
of inflation in 2010 is expected to reach 1.5 % (2.0 %)
with an increase of prices over the year by 2.3 %
(2.4 %). Market inflation should return to slightly
positive values in the second half of the year.

In 2011 gradual recovery of household consumption
and positive market inflation over the entire year is
expected. Contribution of administrative measures,
taking into account proposed government measures to
consolidate public budgets, should remain at the same
level as in 2010. Average rate of inflation in 2011
should thus hover around 2.3 % (1.8 %) with an
increase of the prices over the year by 2.1 % (1.9 %).

Deflators

YoY growth of gross domestic expenditure deflator,
which is a comprehensive indicator of price
development in the economy, accelerated to 0.7 %
(0.5 %) in the fourth quarter of 2009 in comparison
with revised 0.2 % in the third quarter. Stopping of YoY
decline for household consumption deflator
outweighed effect of lower deflators for fixed capital
formation and government consumption.

For entire 2009 growth of gross domestic expenditure
deflator reached 1.1 % (unchanged). In 2010 average
value should reach 1.1 % (1.2 %) with tendency to
gradual growth especially due to acceleration of
consumer inflation. In 2011 deflator should grow 1.6 %
(1.3 %).

Growth of implicit GDP deflator reached 1.3 % (2.8 %)
in the fourth quarter of 2009. Compared with gross
domestic expenditure deflator, it was influenced
upwards by growth of terms of trade by 1.9 % (4.1 %).
For entire 2009 it recorded growth by 2.7 % (3.1 %).
Should terms of trade fall in 2010, growth by mere
0.2 % (0.5 %) is expected while in 2011 growth by 1.1 %
(1.0 %) is allowed for.



C.3 Labour market and households

Labour market environment seems to have undergone
significant changes of structural character but compared
with standard expectations immediately after the crisis,
very positive ones. An increased flexibility demonstrated
by southwest shift of the Beveridge curve, by growing
rate of economic activity or flexibility of wage
development, as well as by elasticity of regular or part-
time jobs including adjustment of working time fund,
apparently more than indicates recent fundamental
changes on the Czech labour market.

Employment

Under Labour Force Survey (LFS), employment fell by
2.1 % (2.2 %) YoY in the fourth quarter of 2009. It was
caused by a decline in the number of employees by
2.9% (3.1 %). Growth in the number of entrepreneurs
was lower in relative terms, reaching 2.2 % (2.6 %).

Growth of labour supply continued — labour force grew
by 48 thousand persons YoY, with shrinkage of the
employed amounting to 106 thousand and an increase
of the unemployed amounting to 154 thousand. Rate of
economic activity (15-64 years) thus grew by 0.5 p.p.
YoY to 70.4 % and ratio of labour force to 15-64 years
population by 0.6 p.p. to 71.5 %. Increasing participation
during unfavourable economic performance is due to
positive institutional changes at the labour market, due
to demographic factor and probably also income factor
when other persons entered the market to overcome
revenue dropout during recession.

Due to delayed effect of economic slump, rate of
employment (15-64 years) fell by 1.6 p.p. YoY to 65.3 %.
Number of people working in the secondary sector kept
on falling considerably. The decline was most significant
in manufacturing where under LFS 164 thousand of
workers were fewer in YoY terms and 136 thousand for
entire 2009. Similarly as in the previous period it was
partially offset by growth in the number of persons
employed in the tertiary sector (education and trade)
and in construction.

By the end of the first quarter of 2010 there were
316 thousand foreigners employed in the CR (less by
25 thous. YoY). Due to reduction of jobs in industry,
number of registered foreign employees was falling over
the past year and in early 2010. By the end of March 220
thousand were registered, which means YoY shrinkage
by 42 thousand. Since early 2009, number of foreigners
— tradesmen was increasing with moderately growing
intensity, compensating in this way — similarly as some
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domestic workers — for loss of job. Their YoY number
was higher by 18 % in the first quarter of 2010.

Although short-term outlook is slightly optimistic,
further running of non-profitable businesses out or
reserved approach of employers when hiring new
workers may appear. However, efforts of newly
unemployed persons to create their own business
activities (new working activities or possibly the so-
called tax optimization of businesses by means of hiring
self-employed persons instead of entering into a
contract) are not expected to continue to a large
extent.

For entire 2009 employment fell by 1.4 % (unchanged).
Despite economic recovery, weak decline by 0.6 %
(1.8 %) is still expected in 2010 with gradual turnaround
leading to stagnation in 2011.

Unemployment

Growth of registered unemployment continued in the
first quarter of 2010 up to 571 thousand (13 thousand
less than predicted). In March a positive surprise
occurred. Seasonally adjusted registered
unemployment slightly fell MoM for the first time since
August 2008. Optimism-generating faster turnover in
flows continued, especially as regards growth in the
number of job seekers placed and decline in the
number of newly reported job seekers. On the other
hand, at the turn of 2009 and 2010 unfavourable turn
in development of the long-term unemployed was
confirmed with their share in registered unemployed
rising to 26 %. Nevertheless this number is still
considerably lower than in periods of strong economic
growth.

As regards differences in statistics, higher values can be
assumed to keep on, should the legislation preserve
status quo when persons registered with the
employment agencies as unemployed can legally work
for a limited period, which is excluded by LFS definition.

Internationally comparable rate of unemployment
under LFS reached 7.2 % (7.5 %) in the fourth quarter of
2009. It is of interest in international comparison that
EU27 average reached 9.2 % and EA16 average as much
as 9.7 %. Consequently, despite dramatic increase, rate
of unemployment in the CR is nearly 2.0 p.p. or 2.5 p.p.
lower than European averages. Over entire 2009 it was
6.7 % (unchanged). In 2010 it should reach its
maximum of 7.9 % (8.8 %), falling moderately to 7.8 %
(8.6 %) in 2011. Main causes of deeper corrections in



labour market outlook are seen in more optimistic
development improving  structural
characteristics of labour market, reflecting
unemployment lagging behind economic output. In
common with the past forecast, both changes in

economic and

i.a. in

legislation and announced or already implemented
reduction of jobs in the non-business sphere were taken
into account.

Wages

Due to lower demand and productivity of labour in main
production industries, YoY decline in wage bill
continued in the third quarter of 2009, reaching 1.8 %
(1.9 %). In this context high growth of nominal average
wage presented by the CZSO by 5.2 % (4.6 %) (under the
data from personal statistics, on recalculated numbers
and including additional calculations of small businesses)
was seemingly paradoxical. Besides administrative
effects it was caused primarily by dismissal of lower-paid
employees and by YoY decline in sickness rate (change in
sick pay regime obviously reduced its abuse), and,
possibly, by pay-out of those wages that were planned
on early 2010 with lower rate of security contributions
due to tax optimization.

Unit labour costs grew by 0.8 % (0.9 %) in the last
quarter of 2009 i.e. in accordance with the forecast,
although individual parts of this composite indicator
developed in a different way than predicted. Employee
compensations stagnated in fact (slight growth was
predicted) and productivity of labour fell a bit more.

On the basis of data revision for the previous period,
fourth-quarter results and signals from the business
sphere as well as decisions on the public sector wages
for the following period, only a very moderate increase
in average wages with gradual acceleration is expected

C.4 External relations

(Balance of payments definitions)

Together with release of balance-of-payments data for
the fourth quarter of 2009, the CNB published a revision
of data for previous quarters of 2009 and entire 2008.
Size of the revision considerably influenced possibility of
comparing previous forecasts with the facts and
correctness of their results. It related most to changes in
data in balance of income and balance of services, as
shown in the following table
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in short-term outlook. With regard to cuts in the
number of employees, wage bill is expected to
decrease, YoY, by the end of the first half of 2010. For
entire 2010 decline should reach 0.1 % (0.7 %) while in
2011 growth by 4.3 % (4.5 %) is expected together with
ongoing recovery of the economy.

Households
(In nominal terms under the sector account of households
from quarterly national accounts)

Within household incomes, social and other transfers
grew in the fourth quarter of 2009 in YoY comparison
but change of other components of household current
incomes was negative, which in total resulted in decline
by 2.3 % (0.2 %). The deepest decline was seen in
property incomes (by 23.5 %). Shrinkage of disposable
income by 1.0 % (growth by 3.1 %) could not be offset
even by 4.9 % (6.7 %) decline in current expenditures
given mainly by considerably lower paid taxes and
social contributions in YoY terms (postponement of
advance payments, social security contribution credits
etc.). Households offset cut in disposable income by
nominal 1.0 % decrease in final consumption spending
(growth by 0.3 %). Rate of saving thus rather stagnated
in YoY terms.

For entire 2009 disposable income fell by 0.5 % (growth
by 2.1 %). With de facto rigid development of wage bill
and moderate growth of welfare incomes on the
revenue side and, on the other hand, with tax and
social security adjustments, a moderate decline in
disposable income (stagnation) can be expected in
2010 and growth by 2.8 % (4.0 %) in 2011.

Positive expectations accompanied by first signals of
economic environment rehabilitation will probably lead
to lower rate of saving and growing tendency to
consumption.



Table: Revision of the balance of payment

in bill. of CZK
Q1-Q3
2008 2009
Current Account before revision| -113,9 -24,9
after revision -22,9 -29,5
Trade balance before revision 103,2 140,0
after revision 102,7 138,3
Balance of services before revision 82,0 43,3
after revision 65,9 26,8
Income balance before revision| -288,8 -199,3
after revision -174,3 -187,1
Current transfers before revision -10,2 -8,8
after revision -17,2 -7,5

External imbalance, expressed by ratio of current
account (CA) balance to GDP, reached -1.0 %
(unchanged) in 2009, worsening slightly compared with
the previous year (by 0.4 p.p). Improvement of trade
of current transfers was
outweighed by worsening of balance of income and

balance and balance

balance of services.

Economic recession led to steep decline in demand and
radical lowering of traded goods volumes. For the first
time since the second quarter of 2002 a YoY decline in
export markets was recorded in the fourth quarter of
20088, which continued also in 2009. After reaching its
trough in the second quarter of 2009 (fall by 14.5 %)
decline started to slow, reaching 6.6 % (8.2 %) in the last
quarter. Since the third quarter export performance,
indicating share of Czech goods in the export markets,
has been improving — by 9.0 % (3.2 %) in the fourth
quarter. Such development resulted in an increase in
real imports of goods by 1.9 % (decline by 5.2 %). Pace of
dropout in nominal exports and imports hit its trough
during the first half of 2009. In first two months of 2010
exports performed better in YoY terms. Since March
2009 imports have been falling faster than exports and
trade balance surplus improved. For entire 2009 ratio of
trade balance surplus to GDP improved by 2.2 p.p. to
5.0 % (4.8 %).

With regard to oil price scenario, further slow growth of
prices of raw materials is assumed in 2010 and 2011
with an increase in SITC 3 deficit to some -3.6 %
(unchanged) and —4.0 % of GDP, respectively. Taking

¢ Weighted average of growth of goods import by seven most
important trade partner countries (Germany, Slovakia,
Poland, Austria, France, United Kingdom and Italy).
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recovery of trade into account, growth of export
markets by 3.5 % (2.2 %) is expected in 2010 with
growth accelerating to 5.2 % (unchanged) in 2011.
Export performance should rise, too.

Surplus of non-fuel part of the balance is estimated to
rise to 8.9 % (7.0 %) of GDP in 2010 and to 9.2 % in
2011. With current growth of deficit of fuel part of the
balance, trade balance surplus (in balance of payments
definitions) should reach 6.2 % of GDP’ (4.8 %) with the
same estimate for 2011. Effect of foreign trade
recovery and domestic demand restriction should
outweigh higher prices of oil in 2010 at least.

After long-term growth, surplus of balance of services
started decreasing in 2009. As changes in balance of
transport services and tourism were relatively
unimpressive, this trend was influenced most by
growth of expenditures of the so-called other services.
Ratio of balance-of-services asset to GDP worsened in
2009 in year-on-year terms by 1.1 p.p. to 0.7 %. In
period of slow recovery of foreign trade with goods, a
slow rise in trade with services is expected too.

Balance-of-income deficit, including reinvested and
repatriated profits of foreign investors, started
deepening again. Volume of yields and costs of this part
of the balance decreased with revenues falling more.
Such development was related with decline in estimate
of reinvested profits abroad and lower interest yields.
The liability side of balance of income was influenced
most by an increase in estimate of foreign employees’
compensations. For 2010 balance-of-income deficit is
estimated at —6.2 % of GDP while in 2011 it should
deepen to —7.1 % of GDP (-7.7 %).

Taking into account the above-mentioned, ratio of
current account surplus to GDP is estimated to reach
0.4 % (0.5 %) in 2010. It would be the first surplus of
CR’s current account since 1993. The forecast for 2011
is =0.5 % of GDP.

°Another item is represented by costs on transport and
insurance of imported goods amounting to some 0.9 % of
GDP, which cannot be assigned to individual items from
available sources.



C.5 International Comparisons

Comparisons for the period to 2008 are based on
Eurostat statistics. Since 2009, our own calculations are
used based on real exchange rates.

With use of purchasing power parity method,
comparisons of economic output of individual countries
within EU are made in PPS (purchasing power
standards). PPS is an artificial currency unit expressing
quantity of goods that can be bought on average for one
euro on the EU27 territory after exchange rate
conversion for countries that use other currency unit
than the euro. Under Eurostat data, purchasing power
parity of the CR in 2008 was CZK/PPS 17.55 in
comparison with EU27 or CZK/EUR 16.80 in comparison
with EA12.

Due to economic recession, when adjusted by current
purchasing power parity, tendency of economic
convergence and other Central European countries
(except for Poland, see chapter A.1l) toward EA12
average has stopped. Some countries (Baltic states,
Hungary, Slovenia), which have been hit by the crisis
more than EA12 countries, even experience bigger or
smaller decline in their relative economic level.

In 2009 Czech Republic’s GDP p.c. reached some PPS
19 400, which corresponds to 73 % of EA12 economic
output.

Alternative way of calculation by means of the current
exchange rate takes into account a market assessment
of the currency and ensuing differences in price levels.
GDP of the CR p.c. then reaches some EUR 13 100,
which corresponds to 47 % of EA12 level. Compared
with 2008 thus a decline appears given by correction of
inappropriate appreciation of the exchange rate in
2008.

Comparative price level of GDP reached some 65 % of
EA12 average in 2009. Depreciation of the real
exchange rate is seen here in YoY decline by 2 p.p. Such
movement helped increase price competitiveness and
make overcoming of difficult situation easier. A major
depreciation of the exchange rate was seen in Poland
where decline of relative price level reached approx.
Incredible 10 p.p. and helped thus Poland avoid
economic recession.



D Monitoring of other institutions’ forecast

The Czech Ministry of Finance monitors macroeconomic forecasts of other institutions, engaged in forecasting of
future developments of the Czech economy. Forecasts of 13 institutions are continuously monitored from open-
access data sources. Of these, 8 institutions are domestic (CNB, Ministry of Labour and Social Affairs, domestic
banks and investment companies) and others are foreign (European Commission, OECD, IMF etc.). The forecasts

are summed up in the following table.

Table D.1: Consensus Forecast

March 2010 April 2010
min. max. consensus | forecast MoF

Gross domestic product (2010) %, const.pr. 0,8 2,1 1,5 1,5
Gross domestic product (2011) %, const.pr. 2,0 2,8 2,4 2,4
Average inflation rate (2010) % 1,4 2,2 1,7 1,5
Average inflation rate (2011) % 1,9 2,5 2,1 2,3
Average monthly wage (2010) % 2,0 3,8 2,8 2,0
Average monthly wage (2011) % 2,8 5,0 4,0 4,3
Current account / GDP (2010) % -2,3 0,7 -0,9 0,4
Current account / GDP (2011) % -2,4 1,2 -0,5 -0,5

Consensus forecasts of GDP growth for 2010 have
hovered within 1-2 % for a time. For the most part of the
monitored period, MoF forecasts have been more
conservative in comparison with the consensus.

average that the Czech
economy’s performance will increase by 1.5 % in 2010
and by 2.4 % in 2011. These estimates are identical with
MoF forecast.

Institutions assume on

Current forecasts of rate of inflation for this year allow
for average rate of inflation at some 1.7 % while for
2011 institutions expect acceleration of consumer price
growth to 2.1 %. MoF forecast is in accordance with this
tendency.

Graph D.1: Forecast of Real GDP Growth for 2010
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For 2010 institutions expect further slowdown in
growth of average wage. Consensus forecast allows for
an increase in average wage by 2.8 % in 2010 and by
4.0 % in the following year. The MoF expects slower
growth in 2010 while in 2011 it allows for a slightly
faster growth.

Consensus forecasts of ratio of current account of
balance of payments to GDP for 2010 are gradually
revised upward (lower CA deficit). Contrary to forecast
average, the MoF allows for positive CA balance in
2010. Prediction for 2011 is identical with forecast
average.

Graph D.2: Forecast of Aver. Inflation Rate for 2010
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