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Introduction and Summary

Global economic expansion continues, though it is gradually losing momentum and downward risks are extending sig-
nificantly. Forecasts of economic growth are decreasing for almost all the world’s largest economies, especially for the
euro area countries. That result is largely due to increased political uncertainty, continued tensions in international
trade and further reductions in business and consumer confidence. For the time being, however, a recession is not
forecasted in any of the world’s largest economies, which is good news.

Climax of the process of the United Kingdom’s withdrawal from the European Union is the crucial source of uncertain-
ty. Given that the lower chamber of the British Parliament has not approved the withdrawal agreement, the brexit date
has been postponed to 12 April 2019, in line with conclusions of the European Council. As of the cut-off date of the
forecast, a majority support has not been found in the British parliament for any of the proposals that would then pre-
determine future relationships between the UK and the EU. The risk that there will be a no-deal “hard brexit” on
12 April has thus increased significantly. This forecast is based on the assumption that the UK will not leave the EU

without an approved withdrawal agreement, i.e. that a “hard brexit” will be avoided.

Developments in the Czech economy were relatively fa-
vourable in Q4 2018, despite a rather negative impact of
the external environment. After adjustment for seasonal
and calendar effects, the growth in real gross domestic
product accelerated to 0.8% QoQ and 2.6% YoY.

In the year-on-year perspective and in terms of compo-
nents of domestic use, investment in fixed capital post-
ed the most dynamic growth, of 10.9%. In that segment,
not only investments in residential and non-residential
construction but also investments in machinery and
equipment achieved a double-digit growth.

From the sectoral perspective, investment activity of the
general government accelerated significantly. A real in-
crease of more than 35% was driven by domestic in-
vestments and projects co-funded from the European
Structural and Investment Funds. Private investments
also showed high dynamics exceeding 7%.

Household consumption growth slowed down to 2.4%.
In the conditions of high dynamics of the wage bill it re-
flected not only higher consumer inflation but also a sig-
nificant increase in the savings rate. Consumption of the
general government increased by 3.6%, driven mainly by
employment and intermediate consumption.

In Q4 2018, the contribution of foreign trade was only
slightly negative. On the export side, increased export
performance led to an accelerated export growth. Im-
port growth remained dynamic mainly due to high im-
port intensity of investments.

With respect to expected deterioration of the external
environment, the forecast for economic growth in 2019
was revised down from 2.5% to 2.4%. The most im-
portant growth factor should be household consump-
tion, which should reflect continued robust wage dy-
namics at an extremely low unemployment rate and
a sharp increase in pensions. Investments in fixed capital
and general government consumption should contribute
to the growth positively, although to a lesser extent than
in 2018, whereas the contribution of foreign trade should
remain negative. The forecast for economic growth in
2020 remains unchanged at 2.4%.

Since the beginning of 2017, the year-on-year growth in
consumer prices has been hovering mostly in the upper
half of the tolerance band of the Czech National Bank’s
2% inflation target. It should remain there also for most
of 2019. Pro-inflationary effects of growth in wages and
salaries and of a positive output gap should continue to
act but with a gradually decreasing intensity. We slightly
increase the forecast for inflation rate in 2019, due to
higher expected crude oil prices, from 2.1% to 2.3%, and
we continue to expect inflation to be at 1.6% in 2020.

In Q4 2018, employment growth returned above the 1%
threshold but this rate cannot be maintained in the fu-
ture due to an extremely low unemployment and demo-
graphic factors. Lack of employees is a primary barrier to
further extensive production growth, which motivates
companies, mostly large ones, to make investments in-
creasing labour productivity. We consider the space for a
further decline in unemployment almost exhausted, and
therefore maintain the forecast for the unemployment
rate in 2019 and 2020 at 2.2%.

As regards the current account of the balance pay-
ments, the positive balance of goods has gradually been
decreasing as a result of higher domestic demand for
imports influenced by an increase in investments and
consumption. This factor is being accompanied by the
impact of uncertainties in world trade. The remaining
items of the current account should more or less stag-
nate or improve only slightly. The result should be a small
surplus of 0.2% of GDP in 2019 and 0.3% of GDP in 2020.

The general government balance reached a surplus of
0.9% of GDP in 2018, or 0.4% of GDP in structural terms.
The year-on-year change in the budget performance was
to a large extent determined by expenditures, whose
dynamics of more than 10% exceeded the growth in rev-
enues by more than 2 pp. The budget surplus is also re-
flected in the level of total indebtedness, which de-
creased by 2 pp YoY to 32.7% of GDP. The budget is
forecasted to post a surplus (0.3% of GDP) also in 2019,
while the debt-to-GDP ratio is expected to decrease fur-
ther to 31.5%.



Table: Main Macroeconomic Indicators

2014 2015 2016 2017 2018 2019 2020 2018 2019 2020
Current forecast Previous forecast
Gross domestic product bill.czk; 4314 4596 4768 5047 5304 5595 5839| 5313 5590 5823
Gross domestic product real growth in % 2.7 5.3 2.5 4.4 2.9 2.4 2.4 2.8 2.5 2.4
Consumption of households real growth in % 1.8 3.7 3.6 4.3 3.2 2.9 2.8 3.5 3.3 3.0
Consumption of government real growth in % 1.1 1.9 2.7 1.3 3.7 2.2 1.9 3.8 2.1 1.9
Gross fixed capital formation real growth in % 3.9 10.2 3.1 3.7 10.5 3.1 2.7 8.8 3.1 2.7
Net exports contr. to GDP growth, pp -0.5 -0.2 1.4 11 -0.7 -0.3 0.0 -0.6 -0.3 -0.1
Change ininventories contr. to GDP growth, pp 1.1 0.8 -0.4 0.1 -1.2 0.0 0.0 -1.1 0.0 0.0
GDP deflator growth in % 2.5 1.2 1.3 1.4 2.1 3.0 1.9 2.4 2.6 1.7
Average inflation rate % 0.4 0.3 0.7 2.5 2.1 2.3 1.6 2.1 2.1 1.6
Employment (LFS) growth in % 0.8 1.4 1.9 1.6 1.4 0.4 0.2 1.3 0.3 0.2
Unemployment rate (LFS) average in % 6.1 5.1 4.0 2.9 2.2 2.2 2.2 2.3 2.2 2.2
Wage bill (domestic concept) growth in % 3.6 4.8 5.7 8.3 9.3 7.5 5.9 9.6 7.7 6.3
Current account balance % of GDP 0.2 0.2 1.6 1.7 0.3 0.2 0.3 0.3 0.3 0.2
General government balance % of GDP 2.1 -0.6 0.7 1.6 0.9 0.3 1.6 1.0
Assumptions:

Exchange rate CZK/EUR 27.5 27.3 27.0 26.3 25.6 25.5 25.1 25.6 25.5 25.1
Long-term interest rates %p.a. 14 0.6 0.4 1.0 2.0 2.2 2.4 2.0 2.7 3.0
Crude oil Brent UsD/barrel 99 52 44 54 71 66 65 71 56 57
GDP in Eurozone real growth in % 1.4 2.1 2.0 2.4 1.8 1.0 1.4 1.9 1.4 1.5

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

Domestic demand should be the main driver of growth
YoY growth rate of real GDP in %, contributions of individual expenditure
components in percentage points
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Forecast Risks and Uncertainty

The macroeconomic forecast is subject to a number of
risks that we regard, on balance, to be significantly tilted
to the downside.

The main negative risk for the strongly export-oriented
Czech economy is currently the uncertainty associated
with the United Kingdom’s withdrawal from the Euro-
pean Union. On 22 March 2019, the European Council
agreed that the date of brexit would be postponed to
22 May, though this was conditional on the British Par-
liament approving the withdrawal agreement by
29 March. However, this did not happen and the with-
drawal date was thus postponed to just 12 April, in line
with conclusions of the Council. A majority support has
not yet been found in the British parliament for any of
the proposals outlining further progress in the brexit is-
sue. Therefore, it still remains uncertain when, under
what conditions or if at all will the UK leave the EU. The
risk that there will be a no-deal “hard brexit” has in-
creased significantly, though. This macroeconomic fore-
cast is based on the assumption that a withdrawal
agreement (though not necessarily the one negotiated
by PM May) will ultimately be approved and a “hard
brexit” will thus be avoided.

A significant external risk is also the tendencies to in-
crease protectionism, which are manifested mainly in
trade relations between the United States and China.
They could, however, also affect the mutual trade be-
tween the United States and the European Union. A po-
tential increase in existing import duties or their imposi-
tion on other goods would, in addition to their negative
effects on the volume of foreign trade and the resulting
benefits, also have a negative impact on the confidence
of economic agents. A higher uncertainty could then
lead to the postponement of some investment decisions.
The impact of higher tariffs on prices of imported goods
and purchasing power of consumers should not be over-
looked either. Moreover, given the high complexity of
international supply chains, one cannot rule out that im-

port tariffs will have a number of unintended conse-
quences, e.g. shifting production to other countries. Alt-
hough the Czech Republic mainly trades with other EU
countries, indirect exposure to some non-EU countries is
not negligible; we even consider it higher than the direct
effect.

A slowdown in German economic growth also poses
arisk for the Czech economy. Industrial production has
been declining since November 2018 and based on the
development of business sentiment indicators, the situa-
tion should deteriorate further in the short term. Ger-
many is the most important trading partner of the Czech
Republic (31% of goods exports were exported to Ger-
many in 2018).

Indirectly, the Czech economy could also be adversely
influenced by an escalation of problems of the Italian
banking sector or by a slowdown of economic growth in
China. The uncertainty in the global economy is further
increased by instability of some emerging economies
(Turkey, Argentina, Brazil).

The Czech economy is showing marked signs of over-
heating in some areas, especially in the labour and real
estate markets. In terms of the cyclical development of
the economy, one cannot rule out the possibility of the
economy entering the downward phase of the business
cycle in the case that some risks listed here materialize in
the forecast horizon. In business cycle surveys, a signifi-
cant number of companies point to the shortage of
workers as the main barrier to increasing their produc-
tion. A key factor in the medium and longer terms will
thus be, considering the current labour market situation
and anticipated demographic developments, increasing
the labour productivity. In the short term, labour mar-
ket imbalances create a strong pressure on wage growth,
which results in higher unit labour costs. This could ad-
versely affect the competitiveness of some companies if
this effect persists; however, on the other hand, this fac-
tor greatly supports the growth of disposable income of



households and productivity enhancing investments,
and creates an incentive to focus more on the produc-
tion of goods and services with higher value added.

The cyclical development of the economy in connection
with low interest rates led to an increased dynamics of
mortgage loans. Together with factors limiting the supply
of residential real estate (some of which are Prague-
specific), this development has contributed to a signifi-
cant growth in asking prices of flats. Continuation of the
rapid growth in housing loans and property prices pos-
es a macroeconomic risk as some households might not
be able to repay their loans in the case of deteriorated
economic situation or an increase in market rates, which
would also have an impact on the financial sector. The
dynamics of housing loans, however, has been gradually
decreasing approximately since mid-2017 due to interest
rate increases, tightening of credit conditions, and the
achieved high level of flat prices. At the end of 2018, the
volume of new mortgage loans started declining signifi-
cantly due to stricter regulatory recommendations of the
CNB. Housing construction data suggest that the number

of completed dwellings should continue to grow dynam-
ically in early 2019, though it should start slowing down
given developments in the number of dwellings started.

Major structural changes in the automotive industry,
which are likely to occur in this sector due to a gradual
tightening of emission standards, pose a risk for the
Czech economy in the medium to long-term horizon.
Should producers fail to meet these standards, they
would be subject to substantial fines. The transition to
alternative fuels will, however, require enormous in-
vestments in technology development, machinery and
equipment or in infrastructure. One can also expect ef-
fects on employment, customer-supplier relationships or
energy prices.

Planned purchases of military machinery worth more
than CZK 80 billion, which would significantly affect in-
vestment dynamics, represent an upside risk, though
rather in the medium-term horizon.



1 Forecast Assumptions

1.1 External Environment

Global economic growth started slowing down in the
second half of 2018 as a result of weakening world trade.
This trend continues and is coupled by a significant wid-
ening of downside risks. At the same time, differences
between individual economies grow further. While the
U.S. economy is still showing a relatively robust growth
as a result of fading fiscal stimulus, the growth rate has
slowed down significantly and the outlook worsened
considerably in developed Western European countries
or in developing Asian economies. This development is
mostly due to continued tensions in international trade,
the uncertainty surrounding the United Kingdom’s with-
drawal from the EU and a further deterioration in busi-
ness confidence.

GDP growth in the United States of America further
slowed down to 0.5% QoQ (versus 0.7%) in Q4 2018,
with household consumption expenditures and gross
fixed capital formation being the major drivers. The
growth in household consumption reflected the fading
fiscal impulse and, in particular, an already very tense
labour market situation and the associated wage growth.
A partial government shutdown at the end of 2018
slowed down the dynamics of consumers’ expenditures
and also contributed to the stagnation of consumption
of the general government sector. Gross fixed capital
formation was driven by business investments. A slightly
negative contribution of net exports reflecting a weak
export growth was largely influenced by tensions in
trade relations with China.

With regard to deteriorating developments of global and
domestic economic activity and increased volatility in
financial markets, the Fed kept interest rates unchanged
at 2.25-2.50% at its March meeting. It does not plan to
raise interest rates this year, though there could be one
rate hike again in 2020. In May 2019, the Fed intends to
lower the monthly volume of asset sales from the cur-
rent level of USD 30 billion to USD 15 billion and end the
sales altogether in September. In mid-2018, the inflation
rate started to decrease slowly and it was at 1.5% in Feb-
ruary. The Fed expects the inflation rate to stabilize
around the 2% target in the medium term. The stock
market situation has stabilized after a strong correction
in Q4 2018, and stock indices have already recovered
most of the losses from late 2018.

We expect that households’ consumption expenditures
will remain the main pro-growth factor also in the com-
ing years. The partial government shutdown, which last-
ed 35 days, seems to have had only a very short-term
impact. On the contrary, the labour market situation
should have a positive and a more permanent effect on
household consumption. The unemployment rate fell to

3.8% in February; moreover, growth in the participation
rate has been slowly recovering after years of decline
and stagnation. Lack of employees with appropriate
skills is then reflected in an acceleration of the average
wage. Investment and export activity should, at least in
the short term, be negatively affected by the continued
tensions in trade relations with China. Intensive negotia-
tions between both countries concerning the resolution
of mutual controversies continue but in the case of their
failure, the United States of America are ready to impose
further tariffs on Chinese goods. Obstacles could also
increase in trade with the European Union, where there
is a risk of increased U.S. import tariffs on EU manufac-
tured cars. On the contrary, looser-than-expected mone-
tary policy should stimulate the growth in investments.
The development of confidence indicators remains en-
couraging; the business and consumer sentiment indica-
tors remain above their long-term averages.

GDP increased by 2.9% in 2018 (as estimated). We ex-
pect economic growth to decelerate gradually to 2.3%
(versus 2.4%) in 2019 and to 2.0% in the following year
(unchanged) in the context of the fading fiscal stimulus
impacts.

In Q4 2018, China’s GDP grew by 1.5% QoQ. Despite a
gradual and slow deceleration of the economy, China
remains the main driver of global economic growth. Ser-
vices are becoming the dominant sector, while the im-
portance of industry is weakening further. The focus of
economic growth is also slowly shifting from investments
and exports to household consumption, which account-
ed for around 39% of GDP in 2017. Although the year-
on-year growth rate in retail sales has long been declin-
ing, it is still above 8%. Growth in investments is decel-
erating gradually not just as a result of slowing economic
activity but also due to a number of government
measures aimed at curbing rising housing prices, shadow
banking and risky loans or reducing overcapacity in some
industries through stricter environmental regulations.

We expect the rate of economic growth to continue to
slow down gradually. The development of leading indica-
tors remains satisfactory in the case of consumer confi-
dence and the Purchasing Managers’ Index in services,
but the business confidence indicator and the Purchas-
ing Managers’ Index in manufacturing have been signal-
ling a decline since December 2018. A significant risk for
economic growth is a possible further escalation of trade
disputes with the United States of America. High debt of
the public and private sectors or the share of non-
performing loans also raises concerns. Given the limited
space for another expenditure impulse, a decrease in
value-added tax and social security contributions is



planned for Q2, which should prevent a significant slow-
down in economic growth.

In the European Union, GDP increased only by 0.3% QoQ
in Q4 2018 (as estimated) and by 0.2% QoQ in the EA19
(as estimated). The year-on-year GDP growth was 1.4%
in the EU28 (versus 1.5%) and 1.1% in the EA19 (versus
1.2%). All expenditure components except the change in
inventories contributed to the economic growth. The
pace of economic growth varied significantly across
countries, with Italy and Greece recording a slight quar-
ter-on-quarter decrease in GDP of 0.1%. Italy has thus
entered a recession for the third time in the last ten
years. On the contrary, the fastest growing economies in
quarter-on-quarter terms were those of Estonia (2.2%),
Lithuania (1.3%), Latvia and Sweden (both 1.2%). In a
number of countries, a more significant recovery is still
being hampered, in addition to external factors, by struc-
tural problems, low labour productivity growth, loss of
competitiveness or high indebtedness of the general
government and private sectors.

The inflation rate in the euro area has hovered close to
1.5% since December 2018. In March the growth in con-
sumer prices was driven primarily by higher prices of
services and energy. The European Central Bank has kept
the main refinancing rate at 0.00% and the deposit rate
at -0.40% since March 2016. At the same time, it as-
sumes that benchmark interest rates will remain at cur-
rent levels at least until the end of 2019. Moreover, from
September 2019 until March 2021 it will implement an-
other series of targeted long-term refinancing operations
with maturity of two years.

Graph 1.1.1: Unemployment rate in the EU in February

2019
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The slowing economic activity is also reflected in the de-
velopment of the labour market. The unemployment
rate has stagnated or declined only marginally in a num-
ber of countries. In February it stayed at 6.5% in the
EU28 (a year-on-year decline of 0.6 pp), which is the
lowest value in the recorded history since 2000. Howev-
er, enormous differences still persist across economies
(see Graph 1.1.1).

A number of leading indicators in the euro area reached
their historically highest values at the turn of 2017 and
2018, and then began a steady decline. The Purchasing
Managers’ Index in manufacturing entered the contrac-
tion area in February and in March it reached the lowest
level since April 2013. This is mainly due to a decline in
new orders in the context of the slowing growth of world
trade, tensions in global trade relations, and uncertainty
surrounding the United Kingdom’s withdrawal from the
EU. The Purchasing Managers’ Index in services has been
indicating a very slight expansion. Despite their down-
ward trends, the levels of business and consumer confi-
dence still remain above their long-term averages.

GDP growth should be driven by domestic demand also
in the coming years. Household consumption should re-
main the main factor; it will be supported, in the short
term, by low interest rates and expansionary fiscal policy
in some countries. Wage growth, associated with the
tight labour market (similarly to the CR, shortage of
skilled workers means a substantial barrier to economic
growth in the short or medium term), will have a posi-
tive effect. On the contrary, the labour market situation
together with high capacity utilization and eased mone-
tary policy should contribute to investment growth,
though it should be moderated by the global economic
slowdown. Given strong domestic demand the balance
of foreign trade should weigh on economic growth.

Graph 1.1.2: Growth of GDP in the EA19 and in the USA
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We assume that economic growth will remain weak and
muted in the short run, hit by the weakening global de-
mand, the risk of escalation of trade relations with the
US and by the uncertainty surrounding the UK’s with-
drawal from the EU. We expect, however, that the un-
certainty will be to a considerable extent reduced in the
near future. We also expect that there will be no further
increase in obstacles to mutual trade between the Unit-
ed States of America on the one side and China and EU
on the other. In the medium term, economic growth
should thus recover slightly. GDP in the EU28 increased
by 1.9% in 2018 as a whole (versus 2.0%). Economic
growth should reach 1.3% in 2019 (versus 1.6%) and
slightly accelerate to 1.6% in 2020 (versus 1.8%).



In Q4 2018, the output of the German economy stagnat-
ed (versus a growth of 0.1%), and Germany thus escaped
a technical recession (two quarter-on-quarter GDP de-
clines in a row) only by a narrow margin. The balance of
foreign trade had a neutral effect on economic growth as
imports and exports grew at the same pace. Growth in
consumption of the general government sector, invest-
ments and in household consumption was fully offset by
a negative contribution of the change in inventories,
which was largely influenced by problems in the auto-
motive industry associated with new standards of emis-
sion measurement that were introduced in September
2018. Household consumption expenditures were sup-
ported by a further decline in the unemployment rate
and high consumer confidence, while gross fixed capital
formation was boosted by investments in construction,
which benefited from low interest rates and demograph-
ic and social developments.

A number of leading indicators that reached their long-
term highs at the turn of 2017 and 2018 are now under-
going correction. The Purchasing Managers’ Index in
manufacturing fell to the area of contraction in January,
and following another decrease recorded the lowest val-
ue since July 2012 in March. This development reflects
a decline in production and in new orders as a result of
a weaker demand from China, decline in car sales, and
uncertainty surrounding the United Kingdom’s with-
drawal from the EU. For the first time in three years,
moreover, there was a decrease, albeit a modest one, in
the number of employees. A similar decline in business
confidence, measured by the Ifo indicator, reflects dete-
rioration in the economic situation and the future eco-
nomic outlook. On the contrary, the consumer confi-
dence index (GfK) remains high. Despite concerns about
the United Kingdom’s withdrawal from the EU and trade
disputes between the USA and China or the EU, con-
sumers assess the situation in the labour market and ex-
pected income as very good.

Graph 1.1.3: Ifo (Germany) and Czech manufacturing
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We assume that the German economy will continue to
be driven by domestic demand. Household consumption
expenditures will be supported by a reduction in social
security contributions, an increase in the minimum wage
and, in particular, by further real wage growth associated
with the lack of suitably skilled employees. The German
economy is close to full employment; the unemploy-
ment rate dropped to 3.1% in February and employment
has reached the highest values since the German reunifi-
cation. The aforementioned factors together with low
interest rates should foster further growth in construc-
tion, which is also confirmed by the development of the
Purchasing Managers’ Index in this sector. On the contra-
ry, manufacturing will be negatively affected, in the
short-term, by a decrease in demand for German prod-
ucts in connection with the weakening world trade.
Moreover, the automotive industry is negatively affected
by declining demand in China, introduction of regulatory
emission standards or uncertainty associated with in-
creasing numbers of prohibitions for entry of some cars
in city centres. In the medium term, however, the devel-
opment in manufacturing is expected to take a positive
turn, i.e. we assume that already in 2019 the situation
regarding the UK'’s withdrawal from the EU will become
clearer and the US—China trade disputes will be settled.
Last but not least, a higher number of working days
should contribute to economic dynamics in 2020. GDP
growth slowed down to 1.4% in 2018 (versus 1.6%) and
with regard to the above reasons, we expect it to further
slow down to 0.8% (versus 1.3%) in 2019. In 2020, the
growth in economic output could accelerate to 1.4%
(versus 1.5%).

The growth of the French economy stayed at 0.3% QoQ
(versus stagnation) in Q4 2018. Economic activity was
driven by foreign demand as the growth in exports out-
paced the growth in imports. Domestic demand has had
a neutral effect on economic output because higher con-
sumption of the general government sector and invest-
ments were fully offset by a negative contribution of the
change in inventories. The stagnation of household con-
sumption expenditures was mainly due to protests of the
“yellow vests” movement and a decline in consumer
confidence to the lowest value since October 2014.
Gross fixed capital formation increased only slightly.

The decline in business and consumer confidence and in
the Purchasing Managers’ Index in manufacturing almost
stopped at the turn of 2018 and 2019 as the protests
weakened. Extensive rallies against high living costs and
economic policy have already led to the abandonment of
some planned reforms and, on the contrary, to the adop-
tion or at least a promise of a number of social measures
(higher minimum wage, no increases in price tariffs of
electricity and gas, abolishing the taxation of overtime
pay or abandoning the introduction of a special tax for
most pensioners). The package of social measures will
positively impact household consumption, but at the
same time it is likely to lead to a breach of the EU fiscal



rule and a further increase in the general government
sector debt. Further questions are raised by the feasibil-
ity of other necessary structural reforms such as of the
pension system.

We expect that the growth of the French economy will
continue to be relatively insignificant. The driver of
growth should remain domestic demand but with regard
to the aforementioned social measures, the leading role
should be assumed by household consumption expendi-
tures. It cannot be expected, however, that they would
be supported by the labour market situation as signifi-
cantly as in many other European economies. Despite
the reforms adopted, the French labour market is im-
proving only very gradually and structural problems re-
main. By contrast, net exports should dampen economic
growth in the short term due to the weakening world
trade and worsening prospects of the main trading part-
ners (almost 40% of French exports in 2017, which cor-
responded to 12% of GDP, went to Germany, the United
States of America, the United Kingdom, and Italy). GDP
grew by 1.6% in 2018 (versus 1.5%) and it could maintain
a similar dynamics also in the coming years due to the
fiscal impulse. We expect economic growth to reach
1.5% (unchanged) in 2019 and to slightly accelerate to
1.6% (unchanged) in the following year.

The Polish economy slowed dramatically as GDP growth
rate was only at 0.5% QoQ in Q4 2018 (versus 1.2%). The
growth was driven by both domestic and foreign de-
mand and the only component that dampened it was a
contribution of the change in inventories. The main pro-
growth factor was net exports, despite the poor perfor-
mance of the euro area. Household consumption was
supported by declining unemployment rate, dynamic
wage growth and high levels of consumer confidence.
Investment activity was mainly driven by resources from
the European Structural and Investment Funds.

The economy should continue to be driven by household
consumption also in the coming years. The Government
has announced a number of fiscal measures to support
households’ disposable income. The total amount of the
fiscal impulse could reach up to 1.9% of GDP. Moreover,
household consumption expenditures will be supported
in the short term by low interest rates and in the long
term by wage growth associated with the good labour
market situation. The unemployment rate dropped to
3.5% in February (a year-on-year decline of 0.4 pp). In-
vestment growth should be supported by projects co-
financed from EU funds from the 2014-2020 financial
perspective and the need to renew capital equipment.
The risks are presented by a worsened predictability of
economic policy and parliamentary elections that are to
take place by November. GDP increased by 5.1% in 2018

(versus 5.3%). Economic growth should slow down to
3.9% in 2019 (versus 4.0%) but it should keep its dynam-
ics in 2020 due to the fiscal impulse and reach 3.8% (ver-
sus 3.4%).

The Slovak economy slowed down slightly at the end
of 2018; GDP growth was 0.8% QoQ in Q4 (versus 1.0%).
Economic growth was driven exclusively by domestic
demand; however, the dominating gross fixed capital
formation, which reflected the statistical effect from the
previous quarter related to the completion of the Jaguar
Land Rover plant, was largely offset by a negative contri-
bution of the change in inventories. Household con-
sumption expenditures were driven by a high level of
consumer confidence, declining unemployment and
wage growth. A slightly negative contribution of net ex-
ports then reflected the lead of import growth before
the export dynamics. While imports were driven by
strong domestic demand, exports were negatively af-
fected by weakening global trade.

In the forecast horizon, GDP growth should be driven
mainly by domestic demand. Household consumption
expenditures will be stimulated by a number of fiscal
measures (doubling the tax bonus for children under the
age of 6 or free lunches for children in kindergartens and
elementary schools), high levels of consumer confi-
dence, low interest rates and the labour market situa-
tion. The unemployment rate remained at 5.8% in Feb-
ruary 2019 (a year-on-year decline of 1.3 pp), which is
the lowest value in the recorded history since 1998.
A mismatch between supply and demand in the labour
market creates pressures on growth of the average
wage, which was 5.8% YoY in Q4 2018. An increase in the
minimum wage by 8.3% in 2019 or an increase in salaries
in the public sector in 2019 and 2020 will help maintain
the wage dynamics. Lack of suitably qualified workers
will also be reflected in the growth of corporate invest-
ment in machinery and equipment that increase labour
productivity. The gross fixed capital formation growth in
the private sector and in the general government sector
will be also driven by utilization of the European Struc-
tural and Investment Funds; however, the base effect of
completion of construction of the Jaguar Land Rover car
factory in 2018 will have an opposite effect. A gradual
start-up of production in the factory, however, will help
to sustain the growth in exports in 2019 in the condi-
tions of a slowing world trade and growth of EU28 econ-
omies (total exports exceeded 80% of GDP in 2017; the
share of exports to the EU was more than 80%). GDP in-
creased by 4.1% in 2018 (versus 4.3%). Considering the
strong domestic demand we estimate that economic
growth will slow down gradually, to 3.8% (versus 4.1%)
in 2019 and to 3.7% (versus 3.8%) in 2020.



Table 1.1.1: Gross Domestic Product — yearly

YoY real growth rate, in %

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Forecast Forecast

World 4.3 3.5 3.5 3.6 3.5 3.3 3.7 3.7 3.5 3.6
USA 1.6 2.2 1.8 2.5 2.9 1.6 2.2 2.9 2.3 2.0
China 9.5 7.9 7.8 7.3 6.9 6.7 6.8 6.6 6.2 6.1
EU28 1.8 -0.4 0.3 1.8 2.3 2.0 2.4 1.9 13 1.6
EA19 1.6 -0.9 -0.2 1.4 2.1 2.0 2.4 1.8 1.0 1.4
Germany 3.7 0.5 0.5 2.2 1.7 2.2 2.2 1.4 0.8 1.4
France 2.2 0.3 0.6 1.0 11 1.2 2.2 1.6 1.5 1.6
United Kingdom 1.6 14 2.0 2.9 2.3 1.8 1.8 1.4 1.1 1.1
Austria 2.9 0.7 0.0 0.7 1.1 2.0 2.6 2.7 1.9 2.0
Hungary 1.7 -1.6 2.1 4.2 3.5 2.3 4.1 4.9 3.6 3.0
Poland 5.0 1.6 1.4 3.3 3.8 3.1 4.8 5.1 3.9 3.8
Slovakia 2.8 1.7 1.5 2.8 4.2 3.1 3.2 4.1 3.8 3.7
Czech Republic 1.8 -0.8 -0.5 2.7 5.3 2.5 4.4 2.9 2.4 2.4

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

Graph 1.1.4: Gross Domestic Product
YoY real growth rate, in %
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Source: Eurostat, IMF. Calculations of the MoF.

Graph 1.1.5: Gross Domestic Product — Czech Republic and the neighbouring states
YoY real growth rate, in %
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Graph 1.1.6: Gross Domestic Product — Czech Republic and the neighbouring states
2010=100, seasonally adjusted data, constant prices
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Source: Eurostat. Calculations of the MoF.
Table 1.1.2: Gross Domestic Product — quarterly
real growth rate, in %, seasonally adjusted data
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
USA QoQ 0.5 1.0 0.8 0.5 0.4 0.6 0.5 0.5
Yoy 2.6 2.9 3.0 3.0 2.8 2.4 2.1 2.0
China QoQ 1.5 1.7 1.6 1.5 1.4 1.6 1.4 1.5
Yoy 6.8 6.7 6.5 6.4 6.3 6.2 6.0 6.0
EU28 QoQ 0.4 0.5 0.3 0.3 0.3 0.3 0.4 0.4
Yoy 2.4 2.2 1.8 1.4 13 1.2 13 1.4
EA19 QoQ 0.4 0.4 0.1 0.2 0.2 0.2 0.3 0.4
Yoy 2.4 2.1 1.6 11 1.0 0.8 0.9 1.1
Germany QoQ 0.4 0.5 -0.2 0.0 0.1 0.2 0.5 0.6
Yoy 2.1 2.0 1.2 0.6 0.4 0.1 0.8 1.4
France QoQ 0.2 0.2 0.3 0.3 0.3 0.4 0.5 0.5
Yoy 2.2 1.7 1.4 1.0 1.1 1.3 1.5 1.7
United Kingdom QoQ 0.1 0.4 0.7 0.2 0.1 0.2 0.4 0.3
Yoy 1.2 1.4 1.6 1.4 1.4 1.2 0.9 1.0
Austria QoQ 0.9 0.5 0.4 0.3 0.4 0.5 0.5 0.4
Yoy 3.2 3.2 2.8 2.1 1.6 1.6 1.7 1.8
Hungary QoQ 1.3 1.0 14 1.0 0.7 0.6 0.6 0.5
Yoy 4.9 4.8 5.3 4.9 4.2 3.8 3.0 2.4
Poland QoQ 1.5 1.0 1.6 0.5 0.7 1.0 1.5 1.2
Yoy 5.0 5.1 5.6 4.6 3.8 3.8 3.7 4.5
Slovakia QoQ 1.0 1.1 1.0 0.8 0.8 1.0 1.1 1.0
Yoy 3.9 4.2 4.3 4.0 3.8 3.7 3.8 4.0
Czech Republic QoQ 0.6 0.5 0.7 0.8 0.6 0.4 0.4 0.4
YoY 4.2 2.3 2.4 2.6 2.7 2.6 2.2 1.9

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



Graph 1.1.7: Cyclical Component of GDP — Czech Republic and Germany

in % of GDP, derived using the Hodrick-Prescott filter
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1.2 Commodity Prices

We estimate that the price of Brent crude oil averaged
USD 66/barrel in Q12019 (versus USD 56/barrel). Ac-
cording to the estimate, it thus almost stagnated in year-
on-year terms.

While the Q4 2018 was characterized by a gradual de-
cline in the crude oil price and losses in stock markets,
the situation has been completely opposite since the
beginning of 2019. The crude oil price growth was sup-
ported by information that the agreement among mem-
bers of the Organization of the Petroleum Exporting
Countries and other participating countries to reduce
extraction has been fulfilled. That factor was partly
counterbalanced by rising oil production in the United
States of America.

The U.S. Energy Information Administration estimates
that extracted oil stocks will increase in 2019 and 2020,
which should push the price down. That forecast is also
in line with the situation in the futures market, where oil
with later delivery is traded cheaper than oil with earlier
delivery.

The projected development in the Brent crude oil price
reflects the slightly declining curve of the futures prices.
The average price should reach USD 66/barrel in 2019
(versus USD 56/barrel) and USD 65/barrel in 2020 (versus

USD 57/barrel). The increase in the forecast is due to an
upward shift in futures prices.

Compared to the previous forecast the price of Brent oil
increased in koruna terms in proportion to the increase
in the dollar price as the forecast for the koruna ex-
change rate against the U.S. dollar has not changed. The
koruna price is projected to fall at an annual rate of ap-
proximately 4% (see Chart 1.2.2) in 2019 and 2020.

Graph 1.2.1: Dollar Prices of Oil
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Source: U. S. Energy Information Administration. Calculations of the
MoF.
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Table 1.2.1: Prices of Selected Commaodities — yearly
spot prices
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Crude oil Brent USD/barrel; 111.3 111.5 108.6 99.0 52.4 43.6 54.2 71.4 66 65
growth in % 39.8 0.2 -2.6 -8.8 -47.1 -16.9 243 31.7 -7.5 -2.0
Crude oil Brentindex (in CZK) 2010=100; 129.5 143.8 139.9 134.6 85.0 70.1 83.1 102.1 97 94
growth in % 29.5 11.0 -2.7 -3.8 -369 -174 18.5 22.9 -4.6 -3.9
Natural gas (Europe) USD/MMBtu 10.5 11.5 11.8 10.1 6.8 4.6 5.7 7.7
growth in % 26.9 9.1 2.7 -147 -32.1 331 25.3 344
Natural gas (Europe) index (in CZK) 2010=100f 117.9 142.2 1459 131.7 106.2 70.7 84.2 105.9
growth in % 17.9 20.6 2.6 9.8 -19.4 334 19.2 25.7
Source: CNB, IMF, U. S. Energy Information Administration. Calculations of the MoF.
Table 1.2.2: Prices of Selected Commodities — quarterly
spot prices
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Crude oil Brent UsD/barrel 66.9 74.5 75.1 69.0 66 66 66 66
growth in % 24.8 50.2 441 12.4 -1.0 -11.1 -12.2 4.8
Crude oil Brent index (in CZK) 2010=100 91.0 105.6 109.7 102.2 99 98 97 96
growth in % 1.6 34.2 44.1 16.0 8.3 -7.3 -11.5 -5.9
Natural gas (Europe) USD/MMBtu 6.7 7.3 8.4 8.3
growth in % 16.8 46.2 53.3 25.1
Natural gas (Europe) index (in CZK) 2010=100 87.5 99.2 117.9 118.8
growth in % -4.9 30.6 53.3 29.2

Source: CNB, U. S. Energy Information Administration, World Bank. Calculations of the MoF.

Graph 1.2.2: Koruna Price of Brent Crude Oil

YoY change of the CZK price of Brent crude oil in %, contributions in pp
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Graph 1.2.3: Koruna Prices of Selected Commodities
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1.3 Fiscal Policy

According to data of the Czech Statistical Office, the gen-
eral government balance posted a surplus of
CZK 47.4 billion (versus CZK 82.7 billion) in 2018, which
corresponds to 0.9% of GDP (versus 1.6% of GDP). This
was the third surplus in a row and all sub-sectors con-
tributed positively to the result. The balance adjusted for
effects of the business cycle and one-off or other tempo-
rary measures thus reached 0.4% of GDP (versus 1.1% of
GDP), the primary structural balance 1.1% of GDP (versus
1.8% of GDP).

The lower surplus of the general government sector was
to a significant extent determined by expenditures,
which increased by 10.1% and thus exceeded the growth
in revenues by 2 pp. Tax revenues, including social secu-
rity contributions, rose by almost CZK 132 billion (7.4%),
which was the biggest increase ever in absolute terms.
With respect to the position of the economy in the busi-
ness cycle, high dynamics of the personal income tax
(13.8%) and social security contributions (9.8%), i.e. rev-
enues dependent on the development of the wage bill in
the economy (see Chapter 3.3), was maintained. On the
other hand, however, firms’ profitability reflected the
growing share of compensation of employees in gross
domestic product. Apart from higher wage costs, firms’
financial results were also affected by the moderate
slowdown in economic dynamics. In year-on-year terms,
the revenues from corporate income tax thus remained
almost unchanged.

Revenues from taxes on production and imports in-
creased by 4.8%. The growth in value-added tax, which
was boosted significantly in 2017 by the VAT control
statement and electronic registration of sales, moderat-
ed to 5.4%. A decrease of 1.6% in revenues from the ex-
cise duty on tobacco products was reflected in the de-
velopment of excise duties. However, total revenues
were boosted by higher yields from the sale of emission
permits, which tripled.

Due to accelerated implementation of the general gov-
ernment sector’s projects financed from the European
structural and investment funds, there was an enormous
growth in current (24.8%) as well as in capital (31.3%)
transfers.

The fastest growing item on the expenditure side was
gross fixed capital formation (27.7%), with almost 70% of
its increase having been financed from national re-
sources.

Dynamics of nominal final consumption expenditures of
the general government accelerated to 8.9%, driven by
compensation of employees (12.7%). They reflected a
10% increase in salaries of all employees of the general
government sector that took place at the end of 2017, or
a 15% increase, respectively, in the case of educational
staff. In addition, salary scales in health care were raised
by 10% from January 2018. Intermediate consumption

was the second dynamic component, with its 9.7%
growth being due also to higher real consumption in
connection with financing EU- projects-related current
expenditures. The 6.8% growth in social benefits in kind
reflected primarily an increase in expenditures of the
health care system.

Apart from final consumption expenditures, there was
also an increase in expenditures on social benefits
(5.2%), due not only to the indexation of pension bene-
fits and a change in the indexation formula, but also to
e.g. the introduction of new sickness insurance benefits.

For 2019 we expect the balance of the general govern-
ment sector to post a surplus of 0.3% of GDP (versus
1.0% of GDP), with a negative balance of the central
government being more than offset by a positive budget
balances of local government units and social security
funds (health insurance companies). From the perspec-
tive of the structural balance, a negative fiscal effort
should lead to an almost balanced budget.

Revenues of the general government sector should grow
at a 5% pace. Tax revenues including social security con-
tributions should play a dominant role, just like in the
previous year. The forecast envisages a year-on-year in-
crease in the dynamics of income taxes, driven primarily
by an expected double-digit growth in the personal in-
come tax. Its 10.3% growth should positively reflect the
projected growth in wages and salaries by 7.5% as well
as a change in their distribution resulting from the in-
crease in the minimum and guaranteed wages. Both
these factors should, together with a planned
CZK 3 billion increase in government’s payments for state
insured persons, determine also social security contribu-
tions (6.7%). Apart from the personal income tax, reve-
nues from the corporate income tax, which are expected
to grow by 4.5%, should also contribute to high dynamics
of income taxes.

We forecast revenues from the value-added tax to grow
by 5.2% YoY in 2019. Expected autonomous develop-
ments are in line with the growth in nominal consump-
tion of households and the relevant part of consumption
of the general government sector of around 5.5%. For
the first time since the introduction of electronic regis-
tration of sales, no additional tax effect is assumed this
year, given that both remaining phases are expected to
be launched in 2020. Dynamics of revenues from excise
taxes should remain the same as in 2018 (0.7%).

On the expenditure side, we expect final consumption
expenditures of the general government to decelerate
towards 6.5% this year. Similarly to the last year, the
growth should be primarily driven by strong dynamics of
compensation of employees (10%), while a moderate
acceleration on the year ago is expected in the case of
social benefits in kind (7.2%). On the contrary, compared
with an almost double-digit growth of intermediate con-
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sumption in 2018, the growth in expenditures on goods
and services should be considerably slower (2.4%).

For 2019 we expect a considerable increase of 7.3% in
the area of cash social benefits, which reflects not only
approved measures (especially in the area of pension
benefits) but also economic developments. After an
enormous growth of investment expenditures in 2018
we expect their dynamics to moderate to 5.5% this year.
This growth should be driven primarily by investment
financed purely from national resources. With respect to

Graph 1.3.1: Decomposition of the Government Balance

expected developments of monetary policy of the CR we
envisage further growth in interest rates, which should
also be reflected in a 5.5% increase of interest expenses.

Having fallen in year-on-year terms at the end of 2018,
the absolute level of the general government debt is ex-
pected to rise in 2019. As a ratio to GDP, however, debt
has been decreasing since 2014 and this trend should
continue also this year. As of the end of 2019, we expect
the general government debt at 31.5% of GDP (versus
31.7% of GDP).

Graph 1.3.2: General Government Debt
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Table 1.3.1: Net Lending/Borrowing and Debt
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Forecast
General government balance % GDP -4.2 -2.7 -3.9 -1.2 -2.1 -0.6 0.7 1.6 0.9 0.3
bill. czK -166 -110 -160 -51 91 -28 34 79 47 18
Cyclical balance % GDP -0.7 0.3 -0.9 -1.5 -0.8 0.1 0.1 0.5 0.6 0.4
Cyclically adjusted balance % GDP -3.5 2.4 3.1 0.3 -1.3 -0.7 0.8 1.0 0.3 -0.1
One-off measures *! % GDP 0.1 0.1 -1.9 -0.1 -0.5 0.1 0.1 0.0 -0.1 0.0
Structural balance % GDP -3.5 2.3 -1.1 0.4 -0.8 -0.6 0.9 1.0 0.4 -0.1
Fiscal effort *! pp 0.6 1.2 1.2 1.5 -1.2 0.2 1.5 0.1 -0.7 -0.5
Interest expenditure % GDP 1.3 1.3 1.4 1.3 1.3 1.1 0.9 0.7 0.8 0.8
Primary balance % GDP -2.9 -1.4 -2.5 0.1 -0.8 0.5 1.6 2.3 1.7 1.1
Cyclically adjusted primary balance % GDP 2.2 -1.1 -1.6 1.6 0.0 0.4 1.7 1.8 1.0 0.6
General government debt % GDP 37.4 39.8 44.5 44.9 42.2 40.0 36.8 34.7 32.7 31.5
bill.czki 1480 1606 1805 1840 1819 1836 1755 1750 1735 1763
Change in debt-to-GDP ratio pp 3.8 2.5 4.6 0.4 -2.7 -2.2 -3.1 2.1 -2.0 -1.2

Y 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.
2 Change in structural balance.
Source: CZSO. Calculations of the MoF.



1.4 Monetary Policy, Financial Sector and Exchange Rates

1.4.1 Monetary Policy

In Q1 2019, the CNB kept its two-week repo rate at
1.75%. Caution with respect to further developments
abroad and in the CR, the risks tilted towards slower
growth of European economies and an increasing inter-
est rate differential vis-a-vis the euro area have thus
outweighed arguments for raising interest rates (domes-
tic inflationary pressures stemming from growing wages
and salaries and the labour market situation).

Due to the anticipated monetary policy stance and the
expected appreciation of the koruna (see Chapter 1.4.3),
we expect that monetary conditions in 2019 and 2020
will tighten mainly in the exchange rate component and
only moderately in the interest rate one.

1.4.2 Financial Sector and Interest Rates

In line with the development of monetary-policy rates of
the CNB, the three-month PRIBOR rate increased to
2.0% (versus 2.1%) in Q1 2019. We expect that due to
more gradual hikes of the primary interest rate the
PRIBOR rate should remain at 2.0% in Q2 (versus 2.2%)
and reach 2.1% on average (versus 2.3%) in 2019 as a
whole. It should then increase further to 2.3% in 2020
(versus 2.5%).

The yield to maturity on ten-year government bonds
for convergence purposes dropped slightly to 1.9% in
January and 1.8% in February. In Q1 2019, long-term in-
terest rates could thus have averaged 1.9% (versus
2.5%). The vyield curve of government bonds has been
straightening on shorter maturities since mid-2018. For
the first time since 2008, the yields of two-year govern-
ment bonds were higher than yields of five-year ones,
and came closer to yields of ten-year ones. Considering
the expected monetary policy stance of the CNB and the
ECB, the development of inflation and the inverse yield
curve, we believe that the long-term interest rates will
grow more slowly. They should be at 2.2% in Q2 (versus
2.6%) and average at the same level also in 2019 as a
whole (versus 2.7%). They should then stabilize around
2.3% in 2020 (versus 3.0%).

Graph 1.4.1: Interest Rates
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In Q4 2018, total loans to households increased by 7.7%
YoY, and their growth rate has been above 7% since the
end of 2016. Loans to households continue to be mainly
driven by housing loans, which represent about 75% of
all loans to households.

Graph 1.4.2: Loans to Households
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Following the CNB’s recommendations on the manage-
ment of risks associated with the provision of retail loans
secured by residential property, in effect since 1 October
2018, there has been a pronounced year-on-year decline
in new loans for property purchase (excluding refinanced
loans) since December 2018, ranging from 25% to 30%.

Although the primary interest rate and money market
rates have been rising since mid-2017, average client in-
terest rates on the total volume of loans to households
have been declining over the same period. Interest rates
on new loans to households were higher by 0.8 pp in
February 2019 than in September 2018, when they
started growing.

Graph 1.4.3: Loans to Non-financial Corporations
YoY growth rate in%, contributions in pp
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The year-on-year growth in total loans to non-financial
corporations accelerated strongly to 7.0% in Q4 2018,
being driven by long-term loans. Loans with maturity
over 1 year constitute 75% of loans to non-financial cor-
porations; the share of loans with maturity over 5 years

15



16

is 50%. The growth of koruna-denominated loans in-
creased by 0.6 pp to 3.6%. Foreign currency loans accel-
erated dramatically to 15.3%, which contributed signifi-
cantly to dynamics of total loans to non-financial
corporations. These developments are consistent with
continued heightened investment activity of nonfinancial
corporations.

Graph 1.4.4: Non-performing Loans
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The share of non-performing loans in total loans reflect-
ed positive economic developments. For households it
dropped to 2.2% in Q4 2018. For non-financial corpora-
tions the share stagnated at 3.5%, though it was higher
in January and February 2019. This indicator, however,
does not capture how loans will be repaid in the future.

The year-on-year growth in deposits in Q4 2018 acceler-
ated to 3.1% for non-financial corporations and to 7.7%
for households, but it slightly decelerated in January and
February 2019. In terms of the capacity to finance future
consumption and investments from own resources, the
continued growth in deposits may be assessed positively.

Table 1.4.1: Interest Rates — yearly

average of period, unless stated otherwise

Graph 1.4.5: Deposits
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1.4.3 Exchange Rates

During Q1 2019, the exchange rate of the koruna against
the euro hovered around CZK 25.7/EUR, appreciating by
0.5% compared to the previous quarter. Despite the
growing interest rate differential vis-a-vis the euro area,
however, the exchange rate fell by 1.1% YoY to an aver-
age of CZK 25.7/EUR (in line with the estimate).

With respect to the ongoing real convergence and the
positive interest rate differential between the Czech Re-
public and the euro area, the koruna should appreciate
in the forecast horizon. The average exchange rate
should be CZK 25.6/EUR in Q2 (unchanged). The koruna
should appreciate by 0.5% YoY to CZK 25.5/EUR (un-
changed) in 2019 as a whole. In 2020, the average ex-
change rate could be CZK 25.1/EUR (unchanged); the ko-
runa would thus appreciate by 1.8% against the euro.

The expected development of the koruna exchange rate
against the U.S. dollar is implied by the USD/EUR ex-
change rate, for which a technical assumption of stability
at USD 1.14/EUR (the average of 10 days preceding the
cut-off date for forecast assumptions) was adopted.

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.75 0.05 0.05 0.05 0.05 0.05 0.50 1.75
Main refinancing rate ECB (end of period) in%p.a. 1.00 0.75 0.25 0.05 0.05 0.05 0.00 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.25 0.25 0.25 0.50 0.75 1.50 2.50 . .
PRIBOR3M in%p.a. 1.19 1.00 0.46 0.36 0.31 0.29 0.41 1.23 2.1 2.3
YTM of 10Y government bonds in%p.a. 3.63 2.73 2.19 1.41 0.63 0.40 1.03 2.03 2.2 2.4
Client interest rates
Loans to households in%p.a. 6.84 6.47 6.05 5.59 5.15 4.65 4.10 3.76
Loans to non-financial corporations in % p.a. 3.94 3.72 3.20 3.01 2.78 2.59 2.57 3.05
Deposits of households in%p.a. 1.20 1.18 1.02 0.85 0.65 0.47 0.36 0.33
Deposits of non-financial corporations in %p.a. 0.51 0.56 0.41 0.29 0.19 0.10 0.05 0.11

Source: CNB, ECB, Fed. Calculations of the MoF.



Table 1.4.2: Interest Rates — quarterly
average of period, unless stated otherwise
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.75 1.00 1.50 1.75 1.75
Main refinancing rate ECB (end of period) in%p.a. 0.00 0.00 0.00 0.00 0.00
Federal funds rate (end of period) in%p.a. 1.75 2.00 2.00 2.50 2.50
PRIBOR3M in%p.a. 0.86 0.92 1.33 1.83 2.01 2.0 2.2 23
YTM of 10Y government bonds in % p.a. 1.81 2.14 2.14 2.01 1.9 2.2 2.3 2.4
Client interest rates
Loans to households in %p.a. 3.85 3.78 3.73 3.70
Loans to non-financial corporations in%p.a. 2.81 2.88 3.06 3.46
Deposits of households in %p.a. 0.33 0.32 0.32 0.33
Deposits of non-financial corporations in %p.a. 0.05 0.09 0.13 0.19
Source: CNB, ECB, Fed. Calculations of the MoF.
Graph 1.4.6: Loans to Households
in % of GDP (from yearly moving sums)
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Table 1.4.3: Loans and Deposits — yearly averages

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Households
Loans growth in % 16.5 8.9 6.6 5.0 4.0 3.4 4.8 7.2 7.8 7.6
For consumption growth in % 16.4 7.3 4.2 -1.0 -0.1 -0.9 3.4 6.0 4.3 5.4
For house purchase growth in % 15.5 8.9 6.5 6.4 5.5 4.5 5.6 8.1 9.0 8.5
Other lending growth in % 23.9 11.6 11.1 6.0 1.2 2.9 1.0 3.0 4.2 4.3
CZK denominated growth in % 16.5 8.8 6.6 4.9 4.0 3.4 4.7 7.2 7.7 7.6
FX denominated growth in % 0.1 31.0 2.4 30.8 -1.3 0.0 12.7 8.5 36.3 1.7
Deposits growth in % 10.2 5.1 5.0 4.5 3.3 2.9 4.8 7.0 8.7 7.0
CZK denominated growth in % 10.1 5.6 5.4 4.7 3.3 2.7 4.1 6.9 9.7 7.1
FX denominated growth in % 13.1 -6.8 -4.0 2.1 2.3 8.5 22.5 7.3 -13.9 3.5
Non-performing loans (banking statistics) share, in % 3.6 4.8 5.3 5.2 5.2 4.9 4.5 3.6 2.7 2.4
Loans to deposits ratio in % 59 61 62 63 63 63 63 63 63 63
Non-financial corporations
Loans growth in % 1.9 -5.2 4.7 3.5 1.3 1.9 6.5 6.6 5.0 4.2
CZK denominated growth in % 0.5 -5.2 4.9 2.6 0.3 -1.0 5.9 2.8 -1.4 3.0
FX denominated growth in % 9.1 5.4 3.7 7.8 5.7 13.7 9.0 20.5 24.4 7.0
Deposits growth in % -2.2 5.5 0.4 8.9 4.9 7.6 10.3 4.6 7.8 3.0
CZK denominated growth in % -3.2 6.9 2.0 8.2 4.2 5.6 6.7 4.5 13.9 2.1
FX denominated growth in % 1.6 0.2 -6.1 11.8 8.0 15.2 23.2 48 -11.1 6.7
Non-performing loans (banking statistics) share, in % 6.0 8.6 8.5 7.8 7.4 7.0 6.0 5.2 4.7 3.7
Loans to deposits ratio in % 135 121 126 120 116 110 106 108 105 106
Note: All indicators, except for the share of non-performing loans, are from the monetary statistics.
Source: CNB, ECB. Calculations of the MoF.
Table 1.4.4: Loans and Deposits — quarterly averages
2017 2018
Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4
Households
Loans growth in % 7.6 8.0 8.0 7.6 7.7 7.6 7.5 7.7
For consumption growth in % 4.2 4.6 4.5 3.9 4.2 5.2 5.8 6.5
For house purchase growth in % 8.9 9.2 9.2 8.8 8.8 8.5 8.3 8.5
Other lending growth in % 3.7 4.7 4.4 4.1 4.7 4.4 4.3 3.7
CZK denominated growth in % 7.6 7.9 7.9 7.5 7.7 7.6 7.5 7.7
FX denominated growth in % 12.0 48.5 49.4 35.8 11.1 -10.8 -0.9 10.9
Deposits growth in % 8.8 9.3 8.6 8.0 6.6 6.4 7.2 7.7
CZK denominated growth in % 9.4 10.6 9.8 8.9 7.1 6.4 7.2 7.7
FX denominated growth in % 5.6 -18.7 -17.3 -13.7 -7.3 7.8 6.9 7.5
Non-performing loans (banking statistics) share, in % 3.1 2.8 2.6 2.4 2.6 2.4 2.3 2.2
Loans to deposits ratio in% 62 62 63 64 63 63 63 64
Non-financial corporations
Loans growth in % 5.8 6.3 5.3 2.6 3.5 2.0 4.3 7.0
CZK denominated growth in % -1.7 -2.3 -1.2 -0.5 2.3 3.2 3.0 3.6
FX denominated growth in % 31.1 32.6 24.8 11.5 6.3 -0.7 7.5 15.3
Deposits growth in % 4.3 10.2 9.5 7.4 5.6 2.2 1.3 3.1
CZK denominated growth in % 8.5 19.8 15.6 12.0 6.8 0.2 -0.1 1.8
FX denominated growth in % -8.8 -18.0 9.4 -7.8 1.0 10.7 6.9 8.4
Non-performing loans (banking statistics) share, in % 5.1 4.7 4.5 4.3 4.0 3.8 3.5 3.5
Loans to deposits ratio in % 105 104 106 104 103 104 109 108

Note: All indicators, except for the share of non-performing loans, are from the monetary statistics.

Source: CNB, ECB. Calculations of the MoF.



Table 1.4.5: Exchange Rates — yearly

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Nominal exchange rates
CZK / EUR average; 25.97 27.53 27.28 27.03 26.33 25.65 25.5 25.1 24.6 24.2
appreciation in % -3.2 5.7 0.9 0.9 2.7 2.7 0.5 1.8 1.8 1.9
CZK / USD averagei 19.56 20.75 24.60 24.43 23.39 21.74 22.4 22.0 21.6 21.2
appreciation in % 0.1 5.7  -15.7 0.7 4.5 7.6 -3.0 1.9 1.8 1.9
NEER averageof 2015=100; 106.4 100.8 100.0 102.4 105.4 109.3 110 112 114 116
appreciation in % -2.3 5.2 -0.8 2.4 2.9 3.7 0.3 1.8 1.8 1.9
Real exchange rate to EA19 average of 2010=100 96.8 92.7 93.3 94.6 97.5 100.8 103 105 107 109
appreciation in % -3.0 4.2 0.7 1.4 3.0 3.4 1.8 2.0 2.1 2.1
REER? average of 2010=100 96.9 91.8 91.2 93.6 97.2 101.4
appreciation in % 2.3 -5.2 -0.7 2.6 3.9 4.3
Y Deflated by GDP deflators.
2 Eurostat calculations, deflated by CPI, versus 42 countries.
Source: CNB, Eurostat. Calculations of the MoF.
Table 1.4.6: Exchange Rates — quarterly
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Nominal exchange rates
CZK / EUR average 25.40 25.60 25.76 25.81 25.68 25.6 25.5 25.4
appreciation in % 6.4 3.6 1.3 -0.6 -1.1 0.1 1.1 1.8
CZK / USD average 20.66 21.51 22.19 22.50 22.61 22.4 22.3 22.2
appreciation in % 22.8 12.0 0.0 -3.1 -8.6 4.1 -0.7 1.1
NEER average of 2015=100 110.1 109.3 109.4 108.5 108.9 109 110 110
appreciation in % 8.0 5.1 2.1 -0.3 -1.0 0.1 0.5 1.7
Real exchange rate to EA19 average of 2010=100 101.6 100.8 100.5 100.3 102 102 103 103
appreciation in % 7.4 4.6 1.8 0.0 0.6 1.7 2.3 2.5
REER ? average of 2010=100 102.3 101.4 101.6 100.1
appreciation in % 9.1 6.1 2.9 -0.4
Y Deflated by GDP deflators.
2 Eurostat calculations, deflated by CPI, versus 42 countries.
Source: CNB, Eurostat. Calculations of the MoF.
Graph 1.4.7: Nominal Exchange Rates
quarterly averages, average 2015=100 (rhs)
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Graph 1.4.8: Real Exchange Rate to EA19
quarterly averages, deflated by GDP deflators, average 2010=100
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1.5 Structural Policies

On 14 March 2019 the Act regulating some relations in
connection with the withdrawal of the United Kingdom
of Great Britain and Northern Ireland from the Europe-
an Union came into effect. The law reflects the possibil-
ity of the United Kingdom’s withdrawal from the EU
without an agreement, and therefore, in the transitory
period, it provides legal certainty for British citizens in
the Czech Republic (stay, marriage, acquisition of citizen-
ship of the CR, access to the labour market, recognition
of professional qualifications, public health insurance,
existing supplementary pension insurance, building sav-
ings, etc.).

On 15 March 2019, the President signed the Act amend-
ing certain tax-related acts. The new legal regulation
doubles the limit for the use of lump-sum expenditure
for self-employed persons to CZK 2 million. At the same
time, it transfers value added tax on heat and cold from
the first to the second reduced rate. Last but not least, it
introduces excise duty on heated tobacco products. The
law will enter into effect on 1 January 2020, but the new
excise duty has been already effective since 1 April 2019.

On 30 January 2019, the President of the CR signed an
amendment to the Insolvency Act, which makes the in-
stitution of debt relief available to more debtors by re-
laxing conditions for debt relief. Debtors will be able to
enter the debt relief process if they repay to their credi-
tors at least 60% of their debts within three years or at
least 30% of their debts within five years. If they repay
a lower amount, a court will decide on their debt relief.

1.6 Demographic Trends

The population of the Czech Republic has been rising
slightly. At the end of 2018, 10.650 million people lived
in the CR. Its population increased by 39.7 thousand per-
sons during 2018, i.e. by 0.4%.

This increase was mainly due to a positive net migra-
tion. The migration balance, motivated mainly by tight

Graph 1.4.9: Real Exchange Rate to EA19
deflated by GDP deflators, YoY growth rate in %, contributions in pp
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The amount of the monthly instalment will be at least
the amount of the insolvency administrator fee, which is
now CZK 1,089. The amendment will come into effect on
1June 2019.

On 4 March 2019, the Government approved the Na-
tional Strategy for the Development of the Capital
Market for 2019-2023, which should make the domestic
capital market more attractive by increasing its involve-
ment in the real economy. The strategy brings a number
of proposals to support households (investors), enter-
prises (issuers), professional capital market participants
(market infrastructure) or the state itself. The develop-
ment of the Czech capital market will be coordinated by
the Ministry of Finance of the CR.

On 30 January 2019, the President of the CR signed an
amendment to the Labour Code, abolishing the institu-
tion of no wage compensations in the first three days in
the case of incapacity to work. Under the new legisla-
tion, employers will provide employees with compensa-
tion of 60% of the assessment base in the first three days
of sickness. At the same time, sickness insurance premi-
ums paid by employers or self-employed persons will be
reduced by 0.2 pp. The amendment will come into effect
on 1 July 2019.

An amendment to the Social Services Act, which took
effect on 1 April 2019, increases the monthly allowance
for home care for people with the most severe disability
by CZK 6,000 and the severely disabled by CZK 4,000.

labour market situation, was the highest in ten years and
amounted to 38.6 thousand people with a year-on-year
increase of 10.4 thousand. While 58.1 thousand persons
moved from abroad, 19.5 thousand left the Czech Re-
public. Citizens of Ukraine (13.2 thousand) accounted for
more than one third of the net migration balance, but



the share of citizens of Slovakia (5.2 thousand) was also
important.

Natural increase in the Czech population was 1.1 thou-
sand persons. A period of high natality continues. A total
of 114.0 thousand children were born alive during 2018,
according to preliminary data. This value was 0.4 thou-
sand lower than in 2017, but higher than in the years
2011-2016. In the course of 2018, 112.9 thousand peo-
ple died, which was 1.5 thousand more than in the pre-
vious year.

As regards the age structure of the population (accord-
ing to LFS data), its ageing was reflected in the year-on-
year increase in the senior category of 65 years and over
of 48 thousand people in Q4 2018, i.e. of 2.4%. High
number of women born in the late 1970s and 1980s and
the gradually rising natality led to an increase in the
number of people under the age of 19 of 30 thousand,
i.e. of 1.4%.

On the other hand, the number of persons aged 20-64
has decreased considerably, by 39 thousand, i.e. by
0.6%. With respect to past fluctuations in the birth rate,
however, the development within this category is far

Table 1.6.1: Demographics

in thousands of persons (unless stated otherwise)

from homogeneous. The decline was concentrated in the
age group of 20-39 years, which decreased by 68 thou-
sand. By contrast, there was a considerable increase in
the age group 40-49 by 48 thousand. People in this age
group show the highest employment and participation
rates, which helps to eliminate the impact of population
ageing on the supply side of the economy.

The increase in the number of old-age pensioners is
lower than would correspond to demographic develop-
ments and postponement of the statutory retirement
age, probably as a result of the economic boom. At the
end of 2018, a total of 2.410 million old-age pensioners
were clients of the pension system, i.e. 22.6% of the
Czech population.

The year-on-year increase was only 7 thousand persons,
i.e. 0.3%. As the increase in the number of old-age pen-
sioners falls behind the growth in employment, the ef-
fective dependency ratio (see Graph 1.6.5) has shrunk
markedly by 2.4 pp since 2012, which is one of the fac-
tors contributing to the improvement of the pensions
account balance.

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Population (as of 1 January) 10516 10512 10538 10554 10579 10610 10650 10674 10697 10717
growth in % 0.1 0.0 0.2 0.1 0.2 0.3 0.4 0.2 0.2 0.2
0-19 years 2071 2057 2064 2082 2106 2133 2160 2185 2206 2224
growth in % -0.6 -0.6 0.3 0.9 1.2 1.3 1.3 1.1 1.0 0.9
20-64 years 6678 6630 6594 6540 6484 6437 6400 6356 6313 6274
growth in % -0.7 -0.7 -0.5 -0.8 -0.9 -0.7 -0.6 -0.7 -0.7 -0.6
65 and more years 1768 1826 1880 1932 1989 2040 2089 2134 2178 2219
growth in % 3.9 33 3.0 2.8 2.9 2.6 2.4 2.2 2.1 1.9
Old-age pensioners (as of 1 January) " 2341 2340 2355 2377 2395 2403 2410 2416 2419 2418
growth in % 0.0 0.0 0.6 0.9 0.8 0.3 0.3 0.3 0.1 0.0
Old-age dependency ratios (as of 1 January, in %)
Demographic ? 26.5 27.5 28.5 29.5 30.7 31.7 32.6 33.6 34.5 35.4
Under current legislation * 38.3 38.8 39.3 39.8 40.1 40.4 40.5 40.6 40.7 40.7
Effective 47.6 47.2 46.9 46.8 46.2 45.7 45.2 45.3 45.3 45.2
Fertility rate (number of children) 1.456 1.528 1.570 1.630 1.687 1.69 1.69 1.70 1.70 1.70
Population increase -4 26 16 25 31 40 25 23 20 17
Natural increase -2 4 0 5 3 1 -1 -3 -6 -9
Live births 107 110 111 113 114 114 111 109 107 105
Deaths 109 106 111 108 111 113 112 112 113 114
Net migration -1 22 16 20 28 39 26 26 26 26
Immigration 30 42 35 38 46 58
Emigration 31 20 19 17 18 20

Y In 2010 disability pensions of pensioners over 64 were transferred into old-age pensions.

2 Demographic dependency: ratio of people in senior ages (65 and more) to people in productive age (20—64).

3} Dependency under current legislation: ratio of people above the official retirement age to the people over 19 below the official retirement age.
4 Effective dependency: ratio of old-age pensioners to working people (LFS methodology).

Source: Czech Social Security Administration, CZSO. Calculations of the MoF.
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Graph 1.6.1: Age Groups
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Graph 1.6.5: Dependency Ratios

As of January 1, in %, inconsistent between 2010 and 2011 due to transfer of disability pensions to old-age pensions for people over 64 years

50
47
44
41
38
35
32
29
26
23
20

1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Graph 1.6.2: Population Aged 20-64

based on LFS, YoY increases of quarterly averages, in thousands

0

-10

-20

-30

Source

Forecast

1/15 I/16

/17

1/18 1/19 1/20
: CZSO. Calculations of the MoF.

Graph 1.6.4: Old-Age Pensioners

absolute increase over a year in thousands of persons

90

75

60

45

30

15

0

-15

-30

[ Early -retirement pensions
| EEEE Full pensions
Old-age pensions total

/01 1/03  1/05

1/07
Note: Adjusted for the transfer of disability pensions to old-age pen-
sions for people over 64 years in 2010.
Source: Czech Social Security Administration, CZSO. Calculations of the
MoF.

/09 /11 /13 1/15

/17

i @ Demographic P
es=m=wUnder current legislation
| e Ff ective
T =
P o —
.
d /
rd
-
Forecast

et

Source: CZSO. Calculations of the MoF.

Macroeconomic Forecast of the CR
April 2019




2 Economic Cycle

2.1 Position within the Economic Cycle

The Czech economy is likely to have reached the peak of
the business cycle in 2018. The positive output gap av-
eraged 1.7% of the potential product, and was 1.8% in
Q4 2018 (see Graph 2.1.1). Due to the expected slow-
down in economic growth and anticipated developments
of the potential product, the output gap should gradual-
ly decrease in the future and should proceed towards its
closure at the outlook horizon.

The positive output gap is most evident in the labour
market (see Chapter 3.3). In Q4 2018, the unemploy-
ment rate decreased to 2.0%, which is a record-low in
the history of the CR. The number of vacancies continues
to increase in year-on-year terms and exceeded the
number of registered unemployed persons by almost
two fifths in February 2019. Lack of workers is a strong
barrier to extensive economic growth. The positive out-
put gap can also be seen in an acceleration of core infla-
tion and a decreasing surplus on the balance of goods.

We estimate that the year-on-year growth in potential
product was 2.9% in Q4 2018 and also in 2018 as a
whole, thus exceeding by 0.4 pp the average growth rate
of the potential output over the period since 1995.

Table 2.1.1: Output Gap and Potential Product

The main driver of potential growth is total factor
productivity. The contribution of its trend component
reached 1.9 pp in Q4 2018, which was the same as in the
previous four quarters.

Labour supply is affected by population ageing (Chapter
1.6). This process manifests itself, among other things, in
a long-term decline in the size of the working-age popu-
lation!, which subtracted 0.3 pp from the year-on-year
growth of potential output in Q4 2018.

However, the negative impact of demographic develop-
ments on the labour supply is largely outweighed by
a dynamic increase in the participation rate, thanks to
which the size of the labour force in the economy in-
creases. Structural factors (an increase in the number of
inhabitants in age groups with naturally high participa-
tion, an increase in the statutory and effective retire-
ment age) as well as higher labour force demand are
reflected here. In Q4 2018, the contribution of the par-
ticipation rate to the potential product growth reached
0.6 pp.

Strong growth in gross fixed capital formation in 2018
led to an increase in the contribution of capital stock to
0.7 pp in Q4 2018, which is the highest value since
Q3 2009.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Output gap % -3.8 2.1 -0.8 -2.5 4.1 2.2 0.2 -0.2 1.5 1.7
Potential product growth in % 2.0 0.8 0.7 0.9 1.2 1.4 2.3 2.7 2.7 2.9

Contributions

Trend total factor productivity pp 1.1 0.6 0.4 0.4 0.7 1.2 1.7 1.9 2.0 1.9
Fixed assets pp 0.8 0.6 0.6 0.5 0.4 04 0.6 0.6 0.5 0.6
Demography ? pp 0.2 -0.1 -0.1 -0.3 -0.3 0.4 -0.3 -0.4 -0.4 -0.3
Participationrate pp 0.2 -0.1 0.0 0.6 0.8 0.3 0.5 0.7 0.7 0.7
Usually worked hours pp -0.3 -0.3 -0.2 -0.3 -0.3 -0.2 -0.1 -0.1 -0.1 0.0

Y Based on gross value added.
2 Contribution of growth of working-age population (20-64 years).
Source: CZSO. Calculations of the MoF.

! The analysis of the contribution of the number of working-age popu-
lation to the potential product growth is now based on the age group
20-64 years (formerly 15-64 years).
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Graph 2.1.1: Output Gap Graph 2.1.2: Potential Product
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Graph 2.1.5: Decomposition of the Growth in Gross Value Added — Business Cycle Perspective
YoY growth rate in %, contributions in percentage points
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2.2 Business Cycle Indicators

Developments in confidence indicators in Q1 2019 signal
that year-on-year dynamics of gross value added in in-
dustry slowed down, recovery in construction continued
and that the year-on-year growth in gross value added in
trade and services was marginally lower (see Graphs
2.2.1-2.2.3).

The consumer confidence indicator continued to drop
sharply also in Q1 2019. Given a lead of 1-2 quarters, it
thus signals the growth in households’ final consumption
expenditures will slow down further in H1 2019.

Graph 2.2.1: Confidence and GVA in Industry
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Graph 2.2.3: Confidence and GVA in Trade and Services
2005=100 (lhs), YoY growth in % (rhs)
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Graph 2.2.5: Composite Confidence Indicator and GVA
2005=100 (lhs), YoY growth in % (rhs)
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Due to the weakening in most of its components, the
composite confidence indicator implies that the year-on-
-year growth in gross value added slowed down in
Q1 2019.

For the first half of 2019 the composite leading indicator
points to a steep narrowing of the output gap, which
may be a signal of the beginning of the downward phase
of the business cycle.

Graph 2.2.2: Confidence and GVA in Construction
2005=100 (lhs), YoY growth in % (rhs)
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Graph 2.2.4: Consumer Confidence and Consumption
2005=100 (lhs), YoY growth in % (rhs)

115 Confid 7
= Confidence —\

110 indicator / 6
A /\vf\-/ \ 5

Consumption of
households (rhs) 7\J

AP~ 1
A N ;
o |l JIRE| 1
o s ;
. v .

1/04 1/06 1/08 1/10 1/12 /14 /16 1/18
Source: CZSO.

105 r

100

95

|
~
<
g

Graph 2.2.6: Composite Leading Indicator
2005=100 (lhs), in % of GVA (rhs)

110 5
e COMpoOSsite indicator

105 GVA - output gap (rhs) | 3

100 1

/ \
95 \/ -

90 l -3

W

85 f -5

. [

1/04 1/06 1/08 1/10 1/12 1/14 1/16 1/18
Source: CZSO. Calculations of the MoF.

Macroeconomic Forecast of the CR
April 2019



26

3 Forecast of Macroeconomic Developments in the CR

3.1 Economic Output

3.1.1 GDP in the Fourth Quarter of 2018

Economic output measured by real GDP was up 3.0% YoY
(in line with the estimate) in Q4 2018, while seasonally
adjusted GDP increased by 0.8% QoQ (in line with the
estimate). Almost all sectors contributed positively to the
quarter-on-quarter GDP growth, with highest contribu-
tions by manufacturing and trade, transportation, ac-
commodation and food service. The Czech Statistical Of-
fice also revised GDP growth in previous quarters of
2018. A larger increase in investment dynamics was ap-
proximately offset by a slower growth in household con-
sumption and exports.

The year-on-year GDP growth was driven exclusively by
domestic demand in Q4 2018, especially by dynamically
growing investments in fixed capital. The contribution of
the balance of foreign trade in goods and services was
essentially neutral.

The rise in household consumption was due to increas-
ing disposable income against a backdrop of high con-
sumer confidence. On the contrary, a year-on-year in-
crease in the savings rate weighed on the growth rate of
households’ final consumption expenditures. Expendi-
tures on services, semi-durable and durable goods were
the most dynamic components of household consump-
tion, which suggests optimism of households regarding
their future economic situation and economic develop-
ments. Expenditures on non-durable goods also grew. In
real terms, households’ final consumption expenditures
increased 2.4% (versus 3.3%). Consumption of the gen-
eral government sector was up 3.6% (versus 4.3%), main-
ly due to dynamics of intermediate consumption and
employment.

Gross fixed capital formation increased by 10.9% (versus
7.8%), with investments in machinery and equipment,
non-residential buildings and dwellings being the most
significant contributors. Investment activity was driven
by private investments, though a dynamic growth in in-
vestments by the general government sector, which in-
creased by 35.8% at constant prices, also contributed
significantly to the overall growth in gross fixed capital
formation (see Graph 3.1.7). Both private investment
expenditure and investments of the general government
were significantly supported by co-financing from EU
funds. Given a considerably negative year-on-year con-
tribution of the change in inventories, gross capital for-
mation increased less than investments in fixed capital,
by 4.3% (versus 3.2%).

Due to a slowdown in the growth of export markets and
export performance, the year-on-year growth in exports
of goods and services declined compared to the same

quarter of 2017. Total exports thus increased by 5.7% in
Q4 2018 (versus 4.1%). Despite the acceleration of im-
port-intensive demand, imports of goods and services
slowed down to 6.3% (versus 4.9%) due to weaker ex-
ports.

A higher growth in import prices compared to export
prices resulted in a deterioration of the terms of trade by
0.9% (versus 0.2%). As a result of the trading loss stem-
ming from foreign trade, the real gross domestic income
increased by 2.2% YoY (versus 2.8%).

Gross operating surplus grew by 2.7%% (versus 3.3%),
compensation of employees increased by 8.1% (versus
8.7%), and net taxes on production were up 4.0% YoY
(versus 2.1%). As a result, nominal GDP posted growth of
5.1% (versus 5.4%).

3.1.2 Estimate for the First Quarter of 2019

We estimate that real GDP increased by 2.7% YoY (un-
changed) and by 0.6% QoQ (unchanged) in Q1 2019. The
estimated slowdown in the quarter-on-quarter GDP dy-
namics reflects the data on developments of the econo-
my in Q1 available as of the cut-off date of the forecast
(confidence indicators, production in industry and con-
struction, sales in retail and services, foreign trade).

We believe that the rise in GDP was solely due to the
growth in domestic demand. As a result of increasing
disposable income of households and very high, though
declining, consumer confidence, private final consump-
tion expenditures may have increased by 2.7% (versus
3.3%) and consumption of the general government sec-
tor by 2.3% (versus 2.2%). Gross capital formation rose,
according to our estimates, by 8.2% (versus 6.4%) due to
an increase of investments in fixed capital. The change in
inventories is likely to have significantly added to the to-
tal investment growth.

Foreign trade seems to have acted negatively towards
the GDP growth. Export growth was boosted by foreign
demand, while the growth rate of imports was driven by
strengthening of import-intensive investment demand.
We estimate that exports and imports of goods and ser-
vices increased by 2.6% (versus 2.7%) and 4.2% (versus
4.1%), respectively; the latter in relation to the devel-
opment of domestic demand and exports.

3.1.3 Forecast for the Years 2019 and 2020

In 2019, economic growth should be driven exclusively
by domestic demand led by strong final consumption
expenditures of households and investment activity of
firms and the general government sector. GDP growth
should also be strengthened by consumption of the gen-
eral government sector. Foreign trade balance should



affect GDP dynamics slightly negatively. We expect real
GDP to grow by 2.4% (versus 2.5%) in 2019 as well as in
2020 (unchanged).

Household consumption will be supported by growing
real disposable income and, conversely, dampened by
increasing savings rate in 2019. This year, the develop-
ment of household consumption should positively re-
flect a number of discretionary changes in the social ar-
ea, dynamics of consumer loans and optimistic — from a
longer-term perspective — expectations of consumers
(see Chapter 2.2). Final consumption expenditures of
households could thus increase by 2.9% (versus 3.2%)
in 2019, but their growth should slow down in 2020 to
2.8% (versus 3.0%) in connection with a further increase
in the savings rate.

We expect the general government sector’s final con-
sumption expenditures to increase by 2.2% (versus 2.1%)
in 2019 and by 1.9% in 2020 (unchanged). In addition to
growing employment (esp. in education), the growth will
also be supported by an increase in social benefits in
kind (based mainly on health insurance plans and the
medium-term outlook of health insurance companies)
and in expenses on the purchase of goods and services,
with the contribution of current subsidies from EU funds
(especially in the first half of this year).

Gross fixed capital formation should grow in 2019 not
only due to investment activity of the private sector but
also due to investments by the general government sec-
tor. Private investments are stimulated by an increase in
gross operating surplus, slightly above-average capacity
utilization in manufacturing and by continuing, albeit
slower, economic growth abroad. Also, the increasingly
pressing shortage of employees motivates businesses to
invest in order to increase labour productivity. Rising in-
terest rates should have a relatively neutral effect on dy-
namics of investment activity. Conversely, materializa-
tion of certain serious risks in the external environment
could hamper private investments. In the case of in-
vestments of the general government sector, we expect

that investment expenditures financed from national re-
sources will grow in both these years. A significant up-
ward risk, though rather in the medium term, is a
planned acquisition of military machinery worth more
than CZK 80 billion (detailed information is not known
yet). Investments should also be supported by a contin-
ued implementation of projects co-financed by EU funds
under the 2014-2020 financial perspective. Gross fixed
capital formation could thus increase by 3.1% in 2019
and by 2.7% in 2020 (unchanged in both years). A sharp
decrease in dynamics of investment activity in 2019 re-
flects tighter monetary conditions, slower growth of
main trading partners’ economies, and a slowdown in
investments by the general government sector. The level
of 2018 constitutes a high comparison base especially in
the case of public investment, not just because of budg-
eted funds, but also due to the fact that resources from
EU funds allocated for 2014 and 2015 could only have
been utilized by the end of the last year. Subsequently
we expect a normal level of investment co-financed by
the EU.

For the years 2019 and 2020, a technical assumption of
zero contribution of the change in inventories to GDP
growth was adopted. We expect an increase in gross
capital formation of 3.2% (versus 3.0%) in 2019, with its
growth slowing down to 2.6% in 2020 (unchanged).

We expect that exports of goods and services will grow
by 3.4% (versus 3.2%) in 2019 and by 3.5% (versus 3.4%)
in 2020. The change in the forecast for 2019 is due solely
to expected higher growth in exports of services, which
was unexpectedly strong at the end of 2018. Dynamics
of exports of goods and services should be lower in 2019
compared to the previous year due to a slower growth in
export markets as well as export performance (see Chap-
ter 3.4). The slowdown in exports and import-intensive
investment demand will be reflected in a lower growth
rate of imports of goods and services. Hence, imports
will probably grow by 4.0% (versus 3.8%) in 2019 and by
3.7% (versus 3.8%) in 2020.
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Table 3.1.1: Real GDP by Type of Expenditure — yearly

chained volumes, reference year 2010

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Prelim. Forecast Forecast Outlook Outlook
Gross domestic product bill. czk 2010f 3981 4089 4307 4412 4604 4737 4851 4969 5085 5195
growth in % -0.5 2.7 5.3 2.5 4.4 2.9 2.4 2.4 2.3 2.2
growth in % " -0.5 2.7 5.4 2.4 4.5 2.9 2.3 2.4 2.2 2.2
Private consumption expenditure 2 bill.czk 2010 1931 1966 2038 2113 2202 2272 2339 2404 2463 2514
growth in % 0.5 1.8 3.7 3.6 4.3 3.2 2.9 2.8 2.5 2.1
Government consumption exp. bill. CZK 2010 803 812 827 849 860 892 912 929 947 965
growth in % 2.5 1.1 1.9 2.7 1.3 3.7 2.2 1.9 1.9 1.9
Gross capital formation bill. CZK 2010 997 1083 1223 1171 1217 1284 1325 1359 1393 1436
growth in % -5.1 8.6 13.0 4.3 4.0 5.5 3.2 2.6 2.5 3.1
Gross fixed capital formation bill.czk2010¢ 1016 1056 1164 1127 1169 1292 1332 1369 1405 1446
growth in % -2.5 3.9 10.2 -3.1 3.7 10.5 3.1 2.7 2.6 2.9
Change in stocks and valuables bill. CZK 2010 -19 26 59 43 48 -8 -8 -10 -11 -10
Exports of goods and services bill. czk 2010% 2984 3242 3437 3586 3828 4001 4136 4280 4420 4562
growth in % 0.2 8.7 6.0 4.3 6.7 4.5 3.4 3.5 3.3 3.2
Imports of goods and services bill. czk 20108 2734 3008 3212 3302 3498 3709 3858 4002 4138 4282
growth in % 0.1 10.1 6.8 2.8 5.9 6.0 4.0 3.7 3.4 3.5
Gross domestic expenditure bill. czk 2010 3733 3860 4087 4132 4279 4446 4573 4689 4800 4911
growth in % -0.6 3.4 5.9 1.1 3.5 3.9 2.8 2.5 2.4 2.3
Methodological discrepancy * bill. CZK 2010 -1 -4 -7 -5 -5 -3 -1 -1 -1 0
Real gross domestic income bill. czk2010F 3956 4112 4344 4486 4644 4770 4899 5035 5165 5289
growth in % 0.4 3.9 5.6 3.3 3.5 2.7 2.7 2.8 2.6 2.4
Contributions to GDP growth
Gross domestic expenditure pp -0.6 3.2 5.5 1.0 3.3 3.6 2.7 2.4 2.2 2.2
Consumption pp 0.8 1.1 2.2 2.2 2.2 2.2 1.8 1.7 1.6 1.4
Household expenditure pp 0.3 0.9 1.8 1.7 2.0 1.5 1.4 1.3 1.2 1.0
Government expenditure pp 0.5 0.2 0.4 0.5 0.2 0.7 0.4 0.4 0.4 0.4
Gross capital formation pp -1.3 2.1 3.4 -1.2 1.0 1.4 0.8 0.7 0.7 0.8
Gross fixed capital formation pp -0.6 1.0 2.6 -0.8 0.9 2.6 0.8 0.7 0.7 0.8
Change in stocks pp -0.7 1.1 0.8 0.4 0.1 -1.2 0.0 0.0 0.0 0.0
Foreign balance pp 0.1 -0.5 0.2 1.4 1.1 -0.7 -0.3 0.0 0.1 0.0
External balance of goods pp 0.1 -0.1 -1.1 1.0 0.8 -0.7 -0.5 0.1 0.0 -0.1
External balance of services pp 0.0 -0.4 0.9 0.4 0.3 -0.1 0.2 0.1 0.1 0.1
Gross value added bill. czk2010f 3606 3729 3905 3999 4168 4294
growth in % -0.5 3.4 4.7 2.4 4.2 3.0
Net taxes and subsidies on products bill. CZK 2010 375 363 402 414 437 444

Y From working day adjusted data.

2 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.

4 Calculated on the basis of prices and structure of the previous year with perfectly additive contributions.

Source: CZSO. Calculations of the MoF.



Table 3.1.2: Real GDP by Type of Expenditure — quarterly

chained volumes, reference year 2010

2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Prelim. Prelim. Estimate Forecast Forecast Forecast
Gross domestic product bill. CZK 2010 1107 1193 1205 1233 1137 1220 1243 1252
growth in % 3.5 2.6 2.5 3.0 2.7 23 3.1 1.6
growth in % Y 4.2 2.3 2.4 2.6 2.7 2.6 2.2 1.9
QoQin % 0.6 0.5 0.7 0.8 0.6 0.4 0.4 0.4
Private consumption expenditure 2 bill CZk 2010 543 568 574 588 557 583 594 605
growth in % 4.1 3.4 2.8 2.4 2.7 2.7 3.5 2.8
Government consumption exp. bill. CZK 2010 206 217 219 249 211 222 224 254
growth in % 2.8 3.0 5.2 3.6 2.3 2.3 2.2 2.1
Gross capital formation bill. CZK 2010 262 318 365 338 284 333 369 339
growth in % 9.8 3.9 5.1 4.3 8.2 4.6 1.1 0.1
Gross fixed capital formation bill. CZk 2010 279 311 338 364 295 319 348 369
growth in % 9.3 10.3 11.3 10.9 5.7 2.5 3.2 1.5
Change in stocks and valuables bill. CZK 2010 -17 7 28 -26 -12 14 21 -31
Exports of goods and services bill. CZK 2010 996 1013 947 1044 1022 1041 1002 1072
growth in % 4.0 4.2 4.1 5.7 2.6 2.7 5.7 2.6
Imports of goods and services bill. CZK 2010 900 923 900 987 937 957 945 1019
growth in % 6.0 5.4 6.4 6.3 4.2 3.8 5.0 3.2
Gross domestic expenditure bill. CZK 2010 1011 1103 1157 1175 1052 1138 1185 1198
growth in % 5.3 3.4 3.9 3.2 4.1 3.1 2.4 1.9
Methodological discrepancy * bill. CzK 2010 -1 -2 -1 1 -1 -2 -1 2
Real gross domestic income bill. CZK 2010 1121 1203 1208 1238 1152 1234 1251 1263
growth in % 4.3 2.9 1.6 2.2 2.7 2.6 3.5 2.0
Gross value added bill. CZK 2010 1009 1081 1091 1113
growth in % 3.4 2.7 2.7 3.3
growth in % 4.3 2.4 2.5 2.9
QoQin %" 0.8 0.3 0.7 1.0
Net taxes and subsidies on products bill. CZK 2010 99 112 114 120

Y From seasonally and working day adjusted data
2 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.
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Table 3.1.3: Nominal GDP by Type of Expenditure — yearly

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Prelim. Forecast Forecast Outlook Outlook
Gross domestic product bill.czki 4098 4314 4596 4768 5047 5304 5595 5839 6090 6344
growth in % 0.9 5.3 6.5 3.7 5.9 5.1 5.5 4.4 4.3 4.2
Private consumption expenditure g bill.czki 2025 2074 2152 2243 2393 2532 2673 2793 2914 3027
growth in % 1.4 2.4 3.8 4.2 6.7 5.8 5.6 4.5 4.3 3.9
Government consumption exp. bill. CzK 826 849 883 919 968 1054 1123 1172 1222 1274
growth in % 2.7 2.8 4.0 4.0 5.4 8.9 6.6 4.3 4.3 4.3
Gross capital formation bill.czki 1011 1116 1285 1239 1306 1388 1464 1521 1582 1658
growth in % -4.9 10.4 15.1 -3.6 5.4 6.3 5.5 3.9 4.0 4.8
Gross fixed capital formation bill.czki 1027 1084 1216 1189 1250 1392 1468 1527 1589 1663
growth in % 2.4 5.5 12.2 -2.3 5.2 11.3 5.5 4.0 4.1 4.7
Change in stocks and valuables bill. CZK -16 32 68 50 56 -4 -4 -6 -8 -5
External balance bill. CZK 236 275 276 368 380 330 335 353 372 385
Exports of goods and services bill.czki 3150 3561 3725 3793 4024 4182 4385 4538 4688 4848
growth in % 1.9 13.0 4.6 1.8 6.1 3.9 4.9 3.5 3.3 3.4
Imports of goods and services bill.czki 2914 3286 3449 3425 3644 3852 4050 4184 4317 4463
growth in % 0.6 12.8 5.0 -0.7 6.4 5.7 5.1 3.3 3.2 3.4
Gross national income bill.czk; 3854 4023 4286 4459 4737 5034 5314 5545 5786 6030
growth in % 1.2 4.4 6.5 4.0 6.2 6.3 5.6 4.4 4.3 4.2
Primary income balance bill. CZK -245 -291 -310 -309 -311 -271 -282 -294 -304 -314
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
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Prelim. Prelim. Estimate Forecast Forecast Forecast
Gross domestic product bill. CZK 1226 1329 1348 1402 1302 1405 1430 1458
growth in % 5.9 4.9 4.5 5.1 6.2 5.7 6.1 4.0
Private consumption expenditure * bill. czK 598 630 642 662 633 666 680 695
growth in % 6.4 6.1 5.7 5.1 5.8 5.6 5.9 4.9
Government consumption exp. bill. cZK 237 253 258 307 254 270 275 325
growth in % 9.1 8.2 10.9 7.6 7.0 6.7 6.5 6.1
Gross capital formation bill. CZK 279 342 396 370 312 368 409 375
growth in % 8.7 3.6 6.5 6.8 11.8 7.7 3.3 1.1
Gross fixed capital formation bill. czK 297 333 365 397 324 352 384 408
growth in % 8.3 10.1 12.6 13.6 9.3 5.6 5.3 2.6
Change in stocks and valuables bill. CzK -18 9 32 -27 -12 16 25 -33
External balance bill. cZK 112 103 51 63 103 101 66 64
Exports of goods and services bill. czK 1025 1056 996 1105 1079 1104 1066 1136
growth in % -0.3 2.4 5.3 8.5 5.2 4.6 7.0 2.8
Imports of goods and services bill. CZK 913 953 945 1042 975 1004 1000 1072
growth in % 0.7 3.2 8.8 10.1 6.8 5.4 5.8 2.9

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

Source: CZSO. Calculations of the MoF.



Graph 3.1.1: Gross Domestic Product (real)
QoQ growth rate, in %, seasonally adjusted, past probability distribution reflects the actual distribution of data revisions, future probability distribu-
tion is based upon the MoF’s forecasting performance
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Graph 3.1.2: 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 3.1.3: 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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Graph 3.1.4: 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 3.1.5: 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 in the given year
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Graph 3.1.6: 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 3.1.7: Gross Fixed Capital Formation by Sector

YoY real growth rate in %, contributions of individual sectors in percentage points
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Table 3.1.5: GDP by Type of Income - yearly

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Prelim. Forecast Forecast Outlook Outlook
GDP bil.czKt 4098 4314 4596 4768 5047 5304 5595 5839 6090 6344
growth in % 0.9 5.3 6.5 3.7 5.9 5.1 5.5 4.4 4.3 4.2
Balance of taxes and subsidies bill. €zK 402 381 434 454 495 514 531 542 562 581
% of GDP 9.8 8.8 9.4 9.5 9.8 9.7 9.5 9.3 9.2 9.2
growth in % 4.2 5.1 13.8 4.7 9.0 3.7 33 2.2 3.6 3.4
Taxes on production and imports bill. CZK 528 518 571 595 637 667
growth in % 3.9 -1.8 10.1 4.3 7.0 4.7
Subsidies on production bill. cZK 126 137 137 141 142 153
growth in % 2.7 8.5 -0.1 3.3 0.4 8.1
Compensation of employees bill.czki 1676 1735 1821 1928 2089 2288 2459 2604 2746 2883
(domestic concept) % of GDP 40.9 40.2 39.6 40.4 41.4 43.1 43.9 44.6 45.1 45.4
growth in % 0.7 3.5 5.0 5.9 8.4 9.5 7.5 5.9 5.5 5.0
Wages and salaries bil.czkt 1275 1321 1384 1464 1585 1732 1862 1972 2079 2183
growth in % 0.5 3.6 4.8 5.7 8.3 9.3 7.5 5.9 5.5 5.0
Social security contributions bill. CZK 402 414 437 464 504 556 597 632 667 700
growth in % 1.4 3.1 5.5 6.4 8.6 10.1 7.5 5.9 5.5 5.0
Gross operating surplus bill.czKt 2020 2198 2341 2386 2463 2503 2606 2693 2782 2880
% of GDP 49.3 50.9 50.9 50.0 48.8 47.2 46.6 46.1 45.7 45.4
growth in % 0.5 8.8 6.5 1.9 3.2 1.6 4.1 3.3 3.3 3.5
Consumption of capital bill. CZK 906 939 969 998 1026 1050 1109 1176 1247 1307
growth in % 3.0 3.6 3.2 3.0 2.9 2.3 5.6 6.1 6.0 4.8
Net operating surplus bill.czkt 1114 1259 1372 1388 1436 1453 1497 1517 1534 1573
growth in % -1.4 13.0 9.0 1.2 3.5 1.1 3.0 1.3 1.1 2.5
Source: CZSO. Calculations of the MoF.
Table 3.1.6: GDP by Type of Income — quarterly
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Prelim. Prelim. Estimate Forecast Forecast Forecast
GDP bill. CZK 1226 1329 1348 1402 1302 1405 1430 1458
growth in % 5.9 4.9 4.5 5.1 6.2 5.7 6.1 4.0
Balance of taxes and subsidies bill. €zK 108 132 140 134 111 136 144 139
growth in % 4.8 2.9 3.5 4.0 2.9 2.8 3.5 3.9
Compensation of employees bill. CZK 544 570 566 608 586 613 608 652
(domestic concept) growth in % 10.5 10.1 9.4 8.1 7.7 7.6 7.4 7.3
Wages and salaries bill. czK 411 430 429 462 443 463 461 495
growth in % 10.3 10.1 9.5 7.5 7.7 7.6 7.4 7.3
Social security contributions bill. czk 133 139 137 146 143 150 147 157
growth in % 11.2 9.9 9.3 10.2 7.7 7.6 7.4 7.3
Gross operating surplus bill. CZK 574 627 642 660 605 656 678 667
growth in % 2.1 1.1 0.7 2.7 5.3 4.7 5.6 1.0

Source: CZSO. Calculations of the MoF.



3.2 Prices

Growth in consumer prices was 2.7% YoY (versus 2.4%)
in February 2019. The contribution of administrative
measures reached 0.5 pp. The contribution of changes in
indirect taxes was zero as the effect of the last year’s in-
crease in the excise tax on cigarettes and this year’s de-
crease in the value-added tax on public transport almost
equally offset each other. The contribution of regulated
prices of 0.5 pp was driven to the greatest extent by an
increase in the price of electricity (0.4 pp). In terms of
sections of the consumer basket, the highest contribu-
tion was recorded by the housing section (1.4 pp), where
prices also grew at the highest rate of all sections, by
5.4% YoY.

Assumptions of this macroeconomic forecast in areas
determining price developments differ significantly from
assumptions of the January forecast only in the higher
crude oil price (see Chapter 1.2). The forecast also takes
into account the higher-than-predicted year-on-year in-
flation in February 2019. Price effects of these factors
are partly mitigated by a lower forecast for the growth
rate of household consumption and unit labour costs,
which in aggregate leads only to a small increase in the
forecast for inflation in 2019.

It can be expected that inflation in 2019 will be similar as
in the previous year; however, administrative measures
will probably influence inflation more than in 2018.
Within regulated prices, whose growth has already ac-
celerated, the greatest impact on the increase in prices
in 2019 will probably have electricity prices (0.3 pp). The
only change in indirect taxes taken into account in the
forecast for inflation in 2019 is the already implemented
reduction in the value-added tax in public transport (a
contribution of -0.1 pp). We expect the contribution of
administrative measures to the year-on-year increase in
consumer prices in December 2019 to reach 0.5 pp (un-
changed).

The expected drop in crude oil prices should act less an-
ti-inflationary than we believed in the January macroe-
conomic forecast. On the other hand, one still has to
expect pro-inflationary effects of a continued strong
growth in unit labour costs and inflation pressures re-
sulting from the growing household consumption in the
positive output gap environment. Nevertheless, these
pro-inflationary factors should be weaker, compared
with the January forecast. The exchange rate, according
to current assumptions, should not have much impact
on this year’s inflation.

The year-on-year inflation will probably hover in the up-
per half of the CNB’s tolerance band also in Q2 2019, but
it should slow down slightly in the second half of the
year. In 2019, the average inflation rate should reach
2.3% (versus 2.1%).

In 2020, anti-inflationary effects of the crude oil price
should be more moderate and the growth in unit labour
costs should slow down. Demand-driven inflationary
pressures should be slightly weaker than in 2019, given
the expected output gap development. The appreciation
of the Czech koruna against both major world currencies
should have a slightly anti-inflationary effect.

In the area of changes to indirect taxes in 2020, we as-
sume that selected services will be transferred to the
second reduced value-added tax rate from the beginning
of the year in connection with the extension of electron-
ic registration of sales. However, the estimated technical
price impact of this measure (-0.4 pp) will most likely
not correspond to the effective impact, which will not be
so significant. The effective price impact and the timing
of this measure are associated with a considerable de-
gree of uncertainty. We also expect that the value-added
tax rate on heat will be reduced in early 2020. Adminis-
trative measures will thus contribute to lower inflation.
In line with the above, we expect a slowdown in the av-
erage inflation rate to 1.6% (unchanged) in 2020.

In Q4 2018, the GDP deflator increased by 2.1% (versus
2.4%), with the gross domestic expenditures deflator ris-
ing by 2.8% (versus 2.5%) and terms of trade deteriorat-
ing by 0.9% (versus 0.2%). Higher than expected growth
in the gross domestic expenditures deflator reflected es-
pecially stronger dynamics of the gross capital formation
deflator. The decline in terms of trade was driven by
a slower increase in the deflator of exports compared to
the deflator of imports.

The GDP deflator should increase by 3.0% (versus 2.6%)
in 2019 due to a growth in the gross domestic expendi-
tures deflator as well as in terms of trade. In 2020, the
growth of GDP deflator could slow down to 1.9% (versus
1.7%). The situation is clearly shown in Graph 3.2.5.

The anticipated development of both export and import
prices will be affected mainly by the expected apprecia-
tion of the koruna exchange rate and dynamics of the
crude oil price. As a result, the terms of trade could im-
prove by 0.3% in 2019 (unchanged), and increase by
0.4% (unchanged) in 2020.

Growth in the gross domestic expenditures deflator
could accelerate to 2.8% (versus 2.5%) in 2019. The de-
celeration in the growth rate of the general government
final consumption deflator should be more than offset
by the acceleration of the gross capital formation defla-
tor (see Graph 3.2.4). The growth rate of the household
consumption deflator should remain unchanged. In
2020, the dynamics of the gross domestic expenditures
deflator could drop more significantly to 1.7% (versus
1.5%) as a result of the slowdown in all its components.
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Table 3.2.1: Prices — yearly

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Consumer Price Index
Average of ayear average 2015=100 99.3 99.7 100.0 100.7 103.1 105.3 107.8 109.5 111.5 1135
growth in % 1.4 0.4 0.3 0.7 2.5 2.1 2.3 1.6 1.8 1.8
December average 2015=100 99.4 99.5 99.5 101.5 103.9 106.0 108.1 109.8 111.7 113.7
growth in % 1.4 0.1 0.1 2.0 2.4 2.0 2.0 1.6 1.8 1.8
Of which the contribution of:
Administrative measures ¥ percentage points 1.0 -0.2 0.1 0.0 0.1 0.3 0.5 -0.1 0.3 0.3
Market increase percentage points 0.4 0.3 0.0 2.0 2.3 1.7 1.5 1.7 1.5 1.5
Harmonized index of consumer average 2015=100 99.3 99.8 100.0 100.7 103.1 105.1 107.4 109.0 110.8 112.7
prices growth in % 1.4 0.4 0.3 0.6 2.4 2.0 2.1 1.5 1.7 1.7
Offering prices of flats

Czech Republic average 2010=100 97.2 100.7 106.9 117.6 130.7 144.6

growth in % 1.1 3.6 6.2 10.0 11.1 10.6

Czech Republic excluding Prague  average 2010=100 91.3 93.0 97.7 107.1 112.1 1219

growth in % -1.3 1.9 5.1 9.6 4.7 8.7

Prague average2010=100; 103.1 108.5 116.1 128.2 149.2 167.2

growth in % 3.5 5.2 7.0 10.4 16.4 12.1

Deflators

GDP average2010=100¢ 102.9 105.5 106.7 108.1 109.6 112.0 115.3 117.5 119.8 122.1
growth in % 1.4 2.5 1.2 1.3 1.4 2.1 3.0 1.9 1.9 2.0
Domestic final use average2010=100; 103.5 104.6 105.7 106.5 109.1 1119 1150 117.0 119.1 1213
growth in % 0.5 1.1 1.0 0.7 2.4 2.6 2.8 1.7 1.8 1.9
Consumption of households average2010=100¢ 104.9 105.5 105.6 106.2 108.7 111.4 1143 116.2 1183 1204
growth in % 0.8 0.6 0.1 0.5 2.4 2.6 2.6 1.7 1.8 1.8
Consumption of government average2010=100¢ 102.8 104.6 106.7 108.1 112.6 118.2 123.2 126.1 129.0 132.0
growth in % 0.2 1.7 2.0 1.3 4.1 5.0 4.2 2.3 2.3 2.3
Fixed capital formation average2010=100% 101.1 102.7 104.5 105.4 106.9 107.7 110.2 111.5 113.1 115.0
growth in % 0.1 1.6 1.8 0.9 1.4 0.7 2.3 1.2 1.4 1.7
Exports of goods and services average2010=100¢ 105.6 109.8 108.4 105.8 105.1 104.5 106.0 106.0 106.1 106.3
growth in % 1.7 4.0 -1.3 -2.4 -0.6 -0.6 1.4 0.0 0.0 0.2
Imports of goods and services average2010=100; 106.6 109.2 107.4 103.7 104.2 103.8 105.0 104.6 104.3 104.2
growth in % 0.5 2.5 -1.7 -3.4 0.4 -0.3 1.1 -0.4 -0.2 -0.1
Terms of trade average 2010=100 99.0 100.5 100.9 102.0 100.9 100.6 101.0 101.4 101.7 102.0
growth in % 1.2 1.5 0.4 1.0 -1.0 -0.3 0.3 0.4 0.3 0.3

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



Table 3.2.2: Prices — quarterly

2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Consumer Price Index average 2015=100 104.5 105.2 105.8 106.0 107.3 107.9 108.0 108.1
growth in % 1.9 2.3 2.4 2.1 2.7 2.6 2.1 1.9
Of which the contribution of:
Administrative measures ! percentage points 0.2 0.3 0.3 0.3 0.5 0.4 0.4 0.5
Market increase percentage points 1.7 2.0 2.1 1.8 2.2 2.1 1.7 1.5
Harmonized index of consumer average 2015=100 104.3 105.1 105.6 105.5 106.8 107.5 107.7 107.5
prices growth in % 1.7 2.1 2.3 1.8 2.3 2.3 2.0 1.9
Offering prices of flats

Czech Republic average 2010=100 140.1 143.2 146.4 148.7

growth in % 12.8 12.2 9.5 8.5

Czech Republic excluding Prague  average 2010=100 119.1 120.3 1235 124.8

growth in % 10.0 9.5 7.8 8.1

Prague average 2010=100 161.1 166.0 169.2 172.7

growth in % 15.1 14.2 10.7 8.8

Deflators

GDP average 2010=100 110.8 111.4 111.9 113.7 114.5 115.1 115.1 116.5
growth in % 2.4 2.2 1.9 2.1 3.4 3.3 2.9 2.4
Domestic final use average 2010=100 110.1 111.1 112.1 1139 113.9 114.6 115.1 116.4
growth in % 2.1 2.3 2.9 2.8 3.4 3.2 2.7 2.2
Consumption of households average 2010=100 110.2 111.1 111.9 112.5 113.5 114.2 114.5 114.9
growth in % 2.2 2.7 2.8 2.6 3.0 2.8 2.3 2.1
Consumption of government average 2010=100 114.8 116.2 117.9 123.2 120.1 121.3 122.8 128.0
growth in % 6.1 5.1 5.4 3.9 4.6 4.4 4.2 3.9
Fixed capital formation average 2010=100 106.2 107.1 107.9 109.2 109.8 110.3 110.2 110.4
growth in % -0.9 -0.2 1.2 2.4 3.4 3.0 2.1 1.1
Exports of goods and services average 2010=100 102.9 104.2 105.2 105.8 105.5 106.1 106.4 106.0
growth in % -4.2 -1.8 1.1 2.6 2.5 1.8 1.2 0.2
Imports of goods and services average 2010=100 101.5 103.3 105.0 105.5 104.0 104.8 105.8 105.2
growth in % -5.0 2.1 2.3 3.5 2.6 1.5 0.7 -0.3
Terms of trade average 2010=100 101.4 100.9 100.1 100.3 101.4 101.2 100.6 100.8
growth in % 0.9 0.3 -1.1 -0.9 0.0 0.3 0.5 0.5

Y The contribution of increase in requlated 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
YoY growth rate, in %
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Graph 3.2.2: Consumer Prices in Main Divisions
YoY growth of consumer price index, contributions in percentage points, Transport excluding administrative measures and excises
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Graph 3.2.3: Indicators of Consumer Prices
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Graph 3.2.4: Gross Domestic Expenditure Deflator
YoY growth rate in %, contributions of growth of deflators of individual components of gross domestic expenditure in percentage points
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Graph 3.2.5: GDP deflator

YoY change in %, contributions of growth of gross domestic expenditure deflator and change in terms of trade in percentage points

5

-1

-2

mmmm Terms of trade

@ DP deflator

I Gross domestic expenditure

Forecast

1999

2003

Source: CZSO. Calculations of the MoF.

Graph 3.2.6: Terms of Trade
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3.3 Labour Market

The labour market has been showing signs of overheat-
ing for several years. According to all available statistics,
the growth in employment continues. While the season-
ally adjusted internationally comparable unemployment
rate has probably reached its bottom level close to 2%,
registered unemployment continues to decline. The
number of job vacancies has been above 300 thousand
since June 2018, thus exceeding the previous 2008 highs
by more than twice. This development is in line with
continued strong growth in wages and salaries.

Employment (LFS) grew by 1.2% YoY (versus 0.8%) in
Q4 2018. The number of employees increased by 1.3%
(versus 0.9%), the number of entrepreneurs was up 0.8%
(versus 0.5%). While the number of entrepreneurs with-
out employees stagnated, the number of entrepreneurs
with employees rose by 2.9%. Employment increased by
1.4% in 2018 as a whole (versus 1.3%). From the per-
spective of the age structure, the increase was driven by
age groups 45-49 years and 60 or more years.

From a sectoral point of view, wholesale and retail trade,
education, and professional, scientific and technical ac-
tivities were the largest contributors to the growth in
employment (business statistics, full-time equivalent) in
absolute terms. A long-term decline continued in the
mining and quarrying sector but the number of workers
decreased slightly in five more sectors (less than
3 thousand in total). Growth in employment virtually
stopped in manufacturing.

Graph 3.3.1: Employees in Different Statistics
YoY growth rate, in%
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Lack of workers has long been evident practically in all
sectors of the economy and in almost all regions (in Feb-
ruary, the number of vacancies exceeded the number of
unemployed in nine regions). The limited increase in the
labour force constitutes a significant barrier to economic
growth (lack of employees was perceived as a barrier by
approximately 30% of industrial and construction com-
panies at the beginning of 2019).

Due to the extremely low unemployment, further
growth in employment through this channel is virtually
impossible. Firms and institutions increasingly employ

persons that had so far been economically inactive
(younger pensioners, women on parental leave, etc.).
Moreover, hiring of foreign workers continues quite in-
tensively but it often faces administrative barriers and
adaptability of these people to the local environment. In
the medium to longer term, space is being created for
the development of automation and robotization, and
stronger orientation of the economy to less labour-
intensive sectors with higher value added.

Due to the increase at the end of 2018, we raise the es-
timate for the growth of total employment in 2019 to
0.4% (versus 0.3%), and we forecast a slight increase by
0.2% (unchanged) for 2020.

The unemployment rate (LFS) was 2.0% (versus 2.1%) in
Q4 2018 and 2.2% (versus 2.3%) in 2018 as a whole. We
keep the forecast for the unemployment rate at 2.2% in
2019 and 2020. We consider a further decline in the un-
employment rate improbable due to the extremely low
level reached. Possible pressures increasing unemploy-
ment that could be manifested as the economy slows
down and the output gap gradually closes should be
dampened by the number of unfilled job vacancies.

The year-on-year decline in the number of unemployed
persons (Ministry of Labour and Social Affairs) further
slows down but we still expect that there is certain room
for further decline. This can be explained e.g. by the fact
that some job seekers have non-colliding part-time jobs
and are therefore likely to be able to leave the registra-
tion and take up a regular job. Another aspect is that
many people subject to distrainment probably work in
grey economy and some of them may be motivated to
become officially employed in a situation of continued
strong wage growth and a very wide offering of job va-
cancies. For 2019, we expect the share of unemployed
persons to decrease to 2.8% and further to 2.6% in 2020
(unchanged).

Graph 3.3.2: Indicators of Unemployment
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9

8

7\‘/

2 Share of unemployed

Unemployment rate (LFS)

1

111 1/12  1/13  1/14 1/15 1/16 1/17 1/18 1/19
Note: Share of unemployed (Ministry of Labour and Social Affairs) is
the share of available job seekers aged 15—64 years in the population
of the same age.
Source: CZSO, Ministry of Labour and Social Affairs. Calculations of the
MoF.



As the participation rate in the age group 15-19 years
has long been very low (between 5 and 8% since 2015)
we switch to monitoring the participation rate in the age
group 20-64 years, starting from this macroeconomic
forecast. The participation rate grew by 0.8 pp YoY to
82.1% in Q4 2018. The extremely high number of vacan-
cies, coupled with a strong wage growth, continues to
lead to the inclusion of formerly economically inactive
individuals in the work process. The participation rate
averaged 81.7% in 2018.

We suppose there is still some room for a further growth
in the participation rate, with demographic aspects in
the form of an increasing weight of cohorts with a natu-
rally high economic activity rate (especially of those aged
40-49 years) and gradual increases in the statutory as
well as actual retirement age playing a crucial role. Due
to the aforementioned factors, we expect the participa-
tion rate to increase to 82.4% in 2019 and 83.0% in 2020.

The growth rate of the wage bill (national accounts, do-
mestic concept) slowed down to 7.5% (versus 8.7%) in
Q4 2018. As regards individual sectors, the fastest wage
growth was recorded in information and communication
activities (by 10.2%); conversely, public administration,
education, health and social work saw a very pro-
nounced slowdown as the salary bill increased by 7.4%
(compared to 13% in the previous quarter). The base ef-
fect of a significant increase of salary scales in the gen-
eral government sector in November 2017 was mani-
fested here. Wage growth in manufacturing slowed
down to 6.8%. Wages and salaries in the national econ-
omy increased by 9.3% (versus 9.6%) in 2018 as a whole.

The current development of cash collection of social se-
curity contributions in Q12019 indicates a slowing
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growth rate of earnings (compared to 2018). Therefore,
the wage bill growth could reach 7.7% (versus 8.0%) in
Q1 2019.

The continued tense labour market situation with an ex-
tremely high number of job vacancies will be reflected in
this year’s strong growth rate of earnings. An increase in
the minimum and guaranteed wages by 9.4%, effective
from 1 January 2019, will also drive wage growth. Since
the start of 2019 there has also been an increase in sala-
ry scales in the general government sector, the highest
in education. By contrast, wage developments in major
market sectors at the end of 2018 indicate a more pro-
nounced slowdown in wage dynamics than had been
estimated. The growth in the wage bill could thus reach
7.5% (versus 7.7%) in 2019.

Given the shortage of workers and the rapid growth in
wages in less paid professions in recent years, the moti-
vating effect of further increases in earnings on the la-
bour supply will decline gradually. Next year, we expect
a slowdown in the growth of number of employees and
their average wage. The wage bill could thus increase by
5.9% in 2020 (versus 6.3%).

The average wage (business statistics, full-time equiva-
lent) grew by 6.9% (versus 8.7%) in Q4 2018 and by 8.1%
(versus 8.4%) in 2018 as a whole. Dynamic wage growth
was recorded especially in low- and medium-earning
professions. The median wage was up 7.1% in Q4 2018,
thus slightly exceeding dynamics of the average wage.
The average nominal wage could increase by 7.6% (ver-
sus 8.0%) in Q1 2019 and by 7.3% (versus 7.6%) in 2019
as a whole. The growth rate of the average wage could
slow down slightly to 5.7% (versus 6.0%) in 2020.

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

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Labour Force Survey

Employment av.in thous.persons{ 4937 4974 5042 5139 5222 5294 5317 5325 5331 5333
growth in % 1.0 0.8 1.4 1.9 1.6 1.4 0.4 0.2 0.1 0.0
Employees av.in thous.persons{ 4055 4079 4168 4257 4327 4396 4418 4427 4432 4434
growth in % 1.5 0.6 2.2 2.1 1.7 1.6 0.5 0.2 0.1 0.0
Entrepreneurs and av. in thous.persons 882 895 874 882 894 897 899 899 899 899
self-employed growth in % -1.3 1.5 2.4 1.0 1.4 0.4 0.2 0.0 0.0 0.0
Unemployment av. in thous.persons 369 324 268 211 156 122 117 120 125 126
Unemployment rate averagein % 7.0 6.1 5.1 4.0 2.9 2.2 2.2 2.2 2.3 2.3

Long-term unemployment *) av. in thous.persons 163 141 127 89 54 48
Labour force av.in thous.persons; 5306 5298 5310 5350 5377 5415 5434 5446 5456 5459
growth in % 0.9 -0.2 0.2 0.8 0.5 0.7 0.4 0.2 0.2 0.1
Population aged 20-64 av.in thous.persons{ 6659 6610 6566 6510 6456 6414 6370 6327 6286 6251
growth in % -0.6 -0.7 -0.7 -0.9 -0.8 -0.7 -0.7 -0.7 -0.6 -0.6
Employment/Pop. 20-64 average in % 74.1 75.3 76.8 78.9 80.9 82.5 83.5 84.2 84.8 85.3
Employment rate 2064 2 average in % 725 73.6 74.8 76.7 78.5 79.9 80.6 81.2 81.7 82.2
Labour force/Pop. 20-64 average in % 79.7 80.1 80.9 82.2 83.3 84.4 85.3 86.1 86.8 87.3
Participation rate 20-64 * average in % 77.9 78.2 78.7 79.9 80.9 81.7 82.4 83.0 83.6 84.1
Participation rate 1564 > average in % 72.9 73.5 74.0 75.0 75.9 76.4 77.1 77.5 77.9 78.0

Registered unemployment
Unemployment av. in thous.persons 564 561 479 406 318 242 207 188 185 186
Share of unemployed ¥ average in % 7.7 7.7 6.6 5.6 4.3 3.2 2.8 2.6 2.5 2.6
Wages and salaries
Average monthly wage *

Nominal Czki 25035 25768 26591 27764 29496 31885 34200 36200 38100 40000
growth in % -0.1 2.9 3.2 4.4 6.2 8.1 7.3 5.7 5.4 5.0
Real CZK 2005 25211 25846 26591 27571 28609 30280 31700 33000 34200 35300
growth in % -1.5 2.5 2.9 3.7 3.8 5.8 4.8 4.0 3.5 3.1

Median monthly wage CZKt 21110 21786 22414 23692 25288 27478

growth in % 1.4 3.2 2.9 5.7 6.7 8.7
Wage bill growth in % 0.5 3.6 4.8 5.7 8.3 9.3 7.5 5.9 5.5 5.0
Labour productivity growth in % -0.8 2.2 3.8 0.8 2.8 1.3 2.0 2.3 2.2 2.1
Unit labour costs ® growth in % 0.5 0.4 -0.8 3.1 3.6 6.2 4.9 3.4 3.1 2.8
Compens. of employees / GDP % 40.9 40.2 39.6 40.4 41.4 43.1 43.9 44.6 45.1 45.4

1)
2)

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

3 The indicator does not include labour force over 64 years.
4 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.

6)

Ratio of nominal compensation per employee to real productivity of labour.
Source: CZSO, Ministry of Labour and Social Affairs. Calculations of the MoF.



Table 3.3.2: Labour Market — quarterly

2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
Labour Force Survey

Employment av. in thous. persons 5258 5289 5301 5326 5293 5315 5331 5331
YoY growth in % 1.7 1.8 0.8 1.2 0.7 0.5 0.5 0.1
QoQ growth in % 0.6 0.2 0.0 0.5 0.0 0.0 0.0 0.0
Employees av. in thous. persons 4367 4389 4398 4431 4399 4413 4425 4437
growth in % 2.1 2.1 0.9 1.3 0.7 0.5 0.6 0.1
Entrepreneurs and av. in thous. persons 891 900 903 895 894 902 906 894
self-employed growth in % -0.2 0.2 0.7 0.8 0.3 0.3 0.3 -0.2
Unemployment av. in thous.persons 130 118 127 111 116 114 120 118
Unemployment rate averagein % 2.4 2.2 2.3 2.0 2.1 2.1 2.2 2.2

Long-term unemployment " av. in thous.persons 41 36 37 35
Labour force av.in thous. persons 5388 5407 5429 5437 5409 5430 5450 5448
growth in % 0.6 1.0 0.4 0.9 0.4 0.4 0.4 0.2
Population aged 20-64 av.in thous. persons 6431 6418 6407 6398 6387 6376 6365 6353
growth in % -0.7 -0.7 -0.7 -0.6 -0.7 -0.7 -0.7 -0.7
Employment/Pop. 20-64 averagein % 81.8 82.4 82.7 83.2 82.9 83.4 83.8 83.9
increase over a year 2.0 2.0 1.2 1.5 1.1 1.0 1.0 0.7
Employment rate 20-64 2 average in % 79.2 79.8 80.1 80.5 80.1 80.5 80.9 81.0
increase over a year 1.6 1.6 1.1 1.1 0.8 0.7 0.8 0.5
Labour force/Pop. 20-64 average in % 83.8 84.3 84.7 85.0 84.7 85.2 85.6 85.8
increase over a year 1.1 1.4 0.9 1.2 0.9 0.9 0.9 0.8
Participation rate 20-64 * average in % 81.1 81.6 81.9 82.1 81.8 82.2 82.7 82.8
increase over a year 0.7 1.0 0.8 0.8 0.7 0.6 0.8 0.7
Participation rate 15-64 * average in % 76.1 76.4 76.8 77.0 76.6 77.0 77.3 77.4
increase over a year 0.6 0.8 0.6 0.8 0.5 0.6 0.5 0.4

Registered unemployment
Unemployment av. in thous. persons 280.7 238.7 228.7 219.5 238 205 196 190
Share of unemployed 4 averagein % 3.8 3.1 3.0 2.9 3.2 2.8 2.6 2.6
Wages and salaries
Average monthly wage *

Nominal Cczk; 30284 31876 31516 33840; 32600 34200 33800 36300
growth in % 8.6 8.7 8.5 6.9 7.6 7.3 7.3 7.2
Real CZK 2005 28980 30300 29788 31925: 30400 31700 31300 33600
growth in % 6.6 6.2 5.9 4.7 4.8 4.7 5.1 5.2

Median monthly wage czK 25690 27 257 27719 29247

growth in % 8.4 9.5 9.8 7.1
Wage bill growth in % 10.3 10.1 9.5 7.5 7.7 7.6 7.4 7.3

1)
2)
3)
4)

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.
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Graph 3.3.5: Employment (LFS)

seasonally adjusted data, in thousands of persons, black lines with labels show the average level and growth rate in the given year
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Graph 3.3.6: Ratio of Labour Force and Employment to Population Aged 20-64
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Graph 3.3.7: Unemployment

quarterly average, in thousands of persons, in % (rhs)
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Graph 3.3.8: Compensation per Employee and Real Productivity of Labour
YoY growth rate, in %
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Graph 3.3.9: Nominal Wage Bill
YoY growth rate, in %, domestic concept of the wage bill
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Graph 3.3.10: Gross Savings Rate of Households
in % of disposable income
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Table 3.3.3: Income and Expenditures of Households — yearly

SNA methodology — national concept

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Currentincome
Compensation of employees billcZKi 1627 1669 1692 1760 1852 1964 2127 2318 2486 2631
growth in % 2.5 2.6 13 4.0 5.3 6.0 8.3 9.0 7.2 5.8
Gross operating surplus bill.CZK 674 654 645 662 691 711 728 780 807 821
and mixed income growth in % -1.7 -2.9 -1.3 2.6 4.3 2.9 2.5 7.1 3.5 1.7
Property income received bill.CZK 153 147 158 166 166 175 165 170 179 188
growth in % -0.6 -4.0 7.8 5.1 -0.4 5.7 -5.8 3.2 4.9 5.2
Social benefits not-in-kind bill.cZK 553 566 563 576 591 606 623 654 702 750
growth in % 2.1 2.4 -0.6 2.2 2.6 2.6 2.8 5.0 7.3 6.8
Other current transfers received bill.czK 139 151 146 160 181 217 244 267 284 301
growth in % 0.5 8.6 3.1 9.2 13.3 19.4 12.8 9.4 6.4 6.0
Current expenditure

Property income paid bill.CZK 21 15 21 16 14 14 16 23 25 27
growth in % -85 -27.2 40.5 -243 -10.7 0.2 8.3 46.6 8.2 8.7
Curr. taxes on income and property bill.CzK 156 158 166 177 183 203 226 234 258 276
growth in % 8.1 1.6 4.9 6.9 3.2 11.1 11.0 3.8 10.3 6.9
Social contributions bill.CzK 640 654 670 696 732 775 836 910 971 1020
growth in % 3.1 2.3 2.4 3.8 5.3 5.8 7.8 8.9 6.7 5.1
Other current transfers paid bill.CZK 145 154 140 150 168 205 235 256 272 288
growth in % 3.2 6.2 9.3 6.9 11.9 22.5 14.7 8.9 6.2 5.8
Gross disposable income billczk 2184 2206 2208 2285 2383 2474 2576 2767 2932 3080
growth in % 0.2 1.0 0.1 3.5 4.3 3.8 4.1 7.4 6.0 5.0
Final consumption billczkt 1952 1970 1997 2044 2125 2213 2361 2497 2636 2754
growth in % 2.0 0.9 1.3 2.4 3.9 4.1 6.7 5.7 5.6 4.5
Change in share in pension funds bill.czK 16 15 35 35 33 31 32 33 40 43
Gross savings bill.CZK 248 250 246 276 291 292 247 304 337 369

Capital transfers
(income (-) / expenditure (+)) bill.czK -25 21 -13 -32 -12 -14 -11 -12 -21 -24
Gross capital formation bill.cZK 198 183 181 195 208 228 242 263 273 281
growthin %} -13.9 -7.8 -1.3 8.3 6.6 9.6 5.9 8.6 3.8 3.1
Change in financial assets and liab. bill.cZK 73 87 77 110 93 76 15 52 84 111
Real disposable income growth in % -1.5 -1.2 -0.8 2.9 4.2 3.3 1.7 4.7 3.3 3.3
Gross savings rate % 11.3 11.3 11.0 11.9 12.1 11.6 9.5 10.8 11.3 11.8

Source: CZSO. Calculations of the MoF.



3.4 External Relations

The current account balance to GDP ratio? was 0.3% in
Q4 2018 (in line with the estimate), thus improving by
0.1% of GDP quarter-on-quarter.

Together with the publication of data for Q4 2018, data
for 2017 and the first three quarters of 2018 were re-
vised. The most significant change in 2017 was an in-
crease in the surplus on the balance of goods by 0.4% of
GDP to 5.1% of GDP. The surplus on the current account
was revised up by 0.6% of GDP.

Export market growth3, which reached 3.5% in Q4 2018
(versus 2.6%), was significantly faster than estimated.
The main cause was a surprisingly strong quarter-on-
quarter growth in imports of our main trading partners,
especially Germany, Slovakia and the United Kingdom,
where it could have been due to stockpiling in connec-
tion with the risks of withdrawal from the EU. While GDP
growth of main trading partners remained only slightly
below the forecast (by 0.2 pp), the growth in import in-
tensity was more than 1 pp stronger. The export market
growth reached 4.0% (versus 3.7%) in 2018 as a whole.
With regard to the expected slowdown in GDP growth of
our main trading partners (especially Germany), the de-
velopment of their import intensity and deteriorating
confidence indicators, we forecast the export market
growth to slow down to 2.9% (versus 2.7%) in 2019. We
expect a modest acceleration to 3.0% in 2020 (versus
2.8%).

Export performance increased by 1.4% (versus 1.7%) in
Q4 2018. In 2018 as a whole the growth in export per-
formance thus slowed down to 0.5% (versus 0.9%) from
1.3% in 2017. We expect that the export performance
will grow only slightly by 0.1% (versus 0.4%) in 2019 and
by 0.2% (versus 0.3%) in 2020. Low dynamics of export
performance reflect the increasing unit labour costs, the
expected appreciation of the koruna and the shortage of
suitable workforce.

As regards foreign trade (in the balance of payments
methodology), a steady gradual decline in the surplus on
the balance of goods has continued since Q1 2017. Ac-
cording to current data, it reached 4.1% of GDP (versus
4.2% of GDP) in 2018. The declining balance was due to
factors on the import side, especially strong demand for
investment goods, stemming from the position of the
economy in the economic cycle.

On the export side, growth was recorded in all commodi-
ty classes significant for the Czech economy. Trade in
machinery and transport equipment (especially cars,
machinery and electrical equipment), which account for

2 All quarterly figures relative to GDP are listed in annual rolling totals.
3 Among the most important trading partners (according to the na-
tional statistics of foreign trade in goods) in 2018 were Germany with a
share in Czech exports of 31.3%, Slovakia with 8.8%, Poland with 6.3%,
France with 5.0%, and United Kingdom and Austria both with 4.4%.

more than a half of Czech exports, contributed signifi-
cantly to the overall balance of goods.

Prices of mineral fuels remain an important factor affect-
ing the terms of trade of the foreign trade in goods. The
deficit on the fuel part of the balance was 2.9% of GDP
(versus 2.8% of GDP) in Q4 2018 due to an unexpected
increase in crude oil prices. In connection with the pro-
jected crude oil price, we expect the deficit to decrease
to 2.7% of GDP (versus 2.3% of GDP) in 2019 and further
to 2.5% of GDP (versus 2.2% of GDP) in 2020.

We expect that the surplus on the balance of goods will
continue to decline and reach 3.8% of GDP this year
(versus 4.0% of GDP). As a ratio to GDP, we expect the
same surplus also in 2020 (versus 3.9% of GDP). The
slight deterioration in the forecast reflects — on the ex-
port side — the slowdown in growth of major trading
partners (especially Germany) and an expected decline
in demand for cars. Both exports and imports could be
affected by fears from increased tariff barriers after the
United Kingdom’s withdrawal from the EU, and a possi-
ble deepening of trade disputes between the United
States of America and the EU.

The surplus on the balance of services was 2.3% of GDP
in 2018 (versus 2.2% of GDP). In a year-on-year compari-
son, there was a deterioration of, in particular, the bal-
ance of tourism, financial services and services in the
area of research and development. We expect a slight
increase in the surplus on the balance of services due to
unwinding of one-off factors in the form of a significant
increase in imports of research and consultancy services
in Q3 2018. The surplus should reach 2.4% of GDP in
2019 and 2020 (versus 2.2% of GDP in both years).

In addition to the aforementioned narrowing of the sur-
plus on the balance of goods and services by 1.3% of
GDP, the year-on-year decrease in the surplus on the
current account in 2018 by 1.4% of GDP was also due to
a deterioration of the primary income balance by 0.3%
of GDP. The balance saw a deficit of 5.3% in 2018 (as es-
timated). The deficit reflects high profitability of foreign
direct investments in the CR. The primary income bal-
ance exhibits high volatility over time related to the cy-
clical development of the economy. In view of the tight
situation in the labour market and sustained pressures
on wage growth, and thus on a shift in GDP distribution
from corporate net profits to compensation of employ-
ees, a decrease in profitability of foreign-controlled firms
can also be expected. For this and the next year, we ex-
pect a steady deficit of primary incomes at 5.2% of GDP
(unchanged).

In this context, we estimate that the current account of
the balance of payments will post a slight surplus of
0.2% of GDP in 2019 (versus 0.3% of GDP). In 2020 the
surplus could inch up to 0.3% of GDP (versus 0.2% of
GDP).

47



Table 3.4.1: Balance of Payments — yearly

2011 2015 2016 2018 2019 2020

Forecast Forecast

Goods and services bill.czK 157 266 353 338 343 362

% GDP 3.9 5.8 7.4 6.4 6.1 6.2

Goods bill.cZK 75 188 246 217 210 222

% GDP 1.9 4.1 5.2 4.1 3.8 3.8

Services bill.cZK 81 78 108 121 133 140

% GDP 2.0 1.7 23 23 2.4 2.4

Primary income bill.czK -223 -255 -252 -282 -294 -306

% GDP -5.5 -5.5 -5.3 -5.3 -5.2 -5.2

Secondaryincome bill.cZK -18 0 27 .40 40 -39

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

Current account bill.czK -85 11 74 16 10 18

% GDP 2.1 0.2 1.6 0.3 0.2 0.3

Capital account bill.czk 13 102 54 14 22 30

% GDP 0.3 2.2 1.1 0.3 0.4 0.5

Net lending/borrowing bill.cZK -72 113 128 30 32 48

% GDP -1.8 2.5 2.7 0.6 0.6 0.8
Financial account bill.czK -75 175 117 12
Direct investments bill.CZK -47 50 -187 91
Portfolio investments bill.CZK -6 164  -170 23
Financial derivatives bill.CZK 4 -5 11 -15
Otherinvestments bill.czK -9 57 -102 46
Reserve assets bill.czK -17 351 564 50
International investment position bill.czk i -1823 -1513 -1283 -1251
%GDP; -45.2 -329 -26.9 -23.6
Gross external debt bill.czk § 2312 3119 3498 4355
% GDP 57.3 67.9 73.4 82.1

Source: CNB, CZSO. Calculations of the MoF.



Table 3.4.2: Balance of Payments — quarterly
moving sums of the latest 4 quarters

2018 2019

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Estimate Forecast Forecast Forecast

Goods and services bill.czK 374 368 344 338 329 327 342 343

% GDP 7.3 7.1 6.6 6.4 6.1 6.0 6.2 6.1

Goods bill.CZK 245 237 221 217 209 206 213 210

% GDP 4.8 4.6 4.2 4.1 3.9 3.8 3.9 3.8

Services bill.CZK 129 131 123 121 120 121 129 133

% GDP 2.5 2.5 2.3 2.3 2.2 2.2 2.3 2.4

Primary income bill.CZK -297 -286 -288 -282 -279 -284 -289 -294

% GDP -5.8 -5.5 -5.5 -5.3 -5.2 -5.2 -5.2 -5.2

Secondaryincome bill.cZK -54 51 47 -40 37 -38 -39 -40

% GDP -1.0 -1.0 -0.9 -0.8 -0.7 -0.7 -0.7 -0.7

Current account bill.czK 24 32 10 16 14 4 14 10

% GDP 0.5 0.6 0.2 0.3 0.3 0.1 0.3 0.2

Capital account bill.czk 42 34 31 14 16 18 20 22

% GDP 0.8 0.7 0.6 0.3 0.3 0.3 0.4 0.4

Net lending/borrowing bill.czK 67 66 41 30 30 22 34 32

% GDP 1.3 1.3 0.8 0.6 0.6 0.4 0.6 0.6
Financial account bill.czk 91 71 14 12
Direct investments bill.czK 2 -20 -68 91
Portfolio investments bill.czK 36 178 23 23
Financial derivatives bill.czK -15 -16 -9 -15
Otherinvestments bill.czK -55 -88 71 46
Reserve assets bill.CZK 123 17 3 50
International investment position stock in bill.CZK -1234 -1158 -1247 -1251
% GDP -24.1 -22.4 -23.8 -23.6
Gross external debt stock in bill.CZK 4300 4331 4339 4355
% GDP 84.0 83.6 82.9 82.1

Source: CNB, CZSO. 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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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

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Gpp Y averageof 2005=100; 103.4 104.4 105.3 107.7 110.0 112.5 115.6 118.3 120 123
growth in % 3.4 1.0 0.9 2.2 2.2 2.3 2.8 2.3 1.6 2.0
Import intensity 2 averageof 2005=100¢ 104.0 103.1 104.6 107.2 110.7 113.0 116.3 1183 120 121
growth in % 4.0 -0.8 1.4 2.5 3.3 2.0 3.0 1.7 1.2 0.9
Export markets *! averageof 2005=100¢ 107.5 107.7 110.2 115.5 121.8 127.1 1345 139.9 144 148
growth in % 7.5 0.1 2.3 4.8 5.5 4.3 5.8 4.0 2.9 3.0
Export performance averageof 2005=100; 102.4 106.8 105.0 109.5 109.4 109.2 110.5 111.1 111 111
growth in % 2.4 4.2 -1.6 4.2 -0.1 -0.2 1.3 0.5 0.1 0.2
Real exports averageof 2005=100; 110.2 115.0 115.7 126.4 133.3 138.8 148.7 155.5 160 165
growth in % 10.2 4.4 0.6 9.2 5.4 4.1 7.2 4.6 2.9 3.2
1/ NEER average of 2005=100 97.0 101.2 103.0 108.6 109.9 106.9 103.9 100.2 100 98
growth in % -3.0 4.4 1.7 5.5 1.2 -2.8 -2.8 -3.6 -0.3 -1.8
Prices on foreign markets averageof 2005=100¢ 103.9 102.7 102.6 101.0 98.3 98.3 100.5 103.2 105 107
growth in % 3.9 -1.1 -0.1 -1.6 -2.6 0.0 2.2 2.7 1.9 1.8
Exports deflator averageof 2005=100; 100.8 104.0 105.6 109.6 108.1 105.1 104.3 103.4 105 105
growth in % 0.8 3.2 1.5 3.8 -1.4 -2.8 -0.7 -0.9 1.6 0.0
Nominal exports averageof2005=100¢ 111.0 119.6 122.2 138.6 144.0 145.8 155.1 160.7 168 173
growth in % 11.0 7.7 2.2 13.4 3.9 1.2 6.4 3.6 4.6 3.2
Y Weighted average of GDP of the seven most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland, France and Italy.
2 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
2018 2019
Q1 Q2 Q3 Q4 Qi1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast
GbpY average of 2010=100 117.5 118.2 118.6 118.9 119 120 121 121
growth in % 2.7 2.6 2.2 1.7 1.4 1.3 1.7 2.1
Import intensity 2 average of 2010=100 117.4 117.7 118.7 119.3 119 119 120 120
growth in % 1.9 1.5 1.5 1.7 1.7 1.5 0.9 0.7
Export markets *! average of 2010=100 138.0 139.2 140.7 141.9 142 143 144 146
growth in % 4.7 4.2 3.8 3.5 3.2 2.8 2.6 2.8
Export performance average of 2010=100 111.7 111.1 109.8 111.9 111 112 110 112
growth in % 1.3 -0.9 0.4 1.4 -0.8 0.4 0.4 0.2
Real exports average of 2010=100 154.1 154.6 154.6 158.8 158 160 159 164
growth in % 6.1 3.2 4.2 4.9 2.4 3.2 3.1 3.0
1/ NEER average of 2010=100 99.5 100.2 100.1 100.9 100 100 100 99
growth in % -7.4 -4.8 2.1 0.3 1.0 -0.1 -0.5 -1.7
Prices on foreign markets average of 2010=100 102.3 102.7 103.8 103.9 104 105 106 106
growth in % 2.6 2.8 3.0 2.5 1.7 2.2 2.0 2.0
Exports deflator average of 2010=100 101.7 102.9 103.9 104.9 105 105 106 105
growth in % -5.0 -2.2 0.9 2.8 2.7 2.1 1.5 0.3
Nominal exports average of 2010=100 156.7 159.1 160.6 166.4 165 168 168 172
growth in % 0.7 1.0 5.1 7.8 5.2 5.3 4.6 3.3

See notes to Table 3.4.3.

Source: CNB, CZS0O, Eurostat. Calculations of the MoF.
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Graph 3.4.5: GDP and Imports of Goods in Main Partner Countries
YoY growth rate, in %, seasonally adjusted
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3.5 International Comparisons

Comparisons for the period up to and including 2017 are based on Eurostat statistics. Since 2018, our own calculations

on the basis of real exchange rates have been used.

GDP per capita in current purchasing power parity in-
creased in all of the monitored countries* in 2017, alt-
hough lItaly, Slovakia, Greece and Portugal posted a slight
decrease in relative terms compared to the EA19. In the
CR the purchasing power parity was 17.75 CZK/PPS
compared to the EU28 and 17.21 CZK/EUR compared to
the EA19. The economic level was circa 26,900 PPS, cor-
responding to 84% of the economic level in the EA19.
The relative economic level of the Czech Republic should
gradually reach up to 87% of the EA19 average in 2020
thanks to a stable economic growth, thus approaching
the level of Spain.

GDP per capita recalculated using the current exchange
rate was approx. 18,100 EUR in the CR in 2017, that is,
55% of the EA19 level. The stable economic growth and
a moderate appreciation of the exchange rate will result
in a gradual increase in the relative level up to 61% of
the EA19 average in 2020.

When comparing price levels, the comparative price
level of GDP in the Czech Republic again slightly in-
creased in 2017, thus reaching 65% of the EA19 average.
In the coming years, the comparative price level of GDP
should increase gradually up to 70% in 2020. However,
this increase should not jeopardize the competitiveness
of the Czech economy.

By breaking the GDP per capita down into individual
components® (labour productivity, labour market com-
ponent and demographic component) it is possible to
determine in detail sources of economic growth. The re-
sults of the analysis are summarised in Graphs 3.5.5 and
3.5.6.

Labour productivity measured as the GDP/hours worked
ratio has long been increasing in the monitored coun-
tries; however, its level is still relatively low compared to

4 The surveyed countries are Croatia, the Czech Republic, Estonia,
Greece, Hungary, Italy, Latvia, Lithuania, Poland, Portugal, Slovakia,
Slovenia and Spain.
> GDP per capita can be written as follows:
GDP per capita = L =
number of inhabit.
GDP . No.of hours worked  population aged 15-64

~ ho. of hours worked population aged 15— 64 no. of inhabit.

=labour productivity *labour market component * demographic component

the EA19 average. Although the economic crisis slowed
down labour productivity growth, its absolute level did
not decrease, in 2008-2017, in any of the monitored
countries except in Greece. In the given period, however,
a decrease in the relative level of labour productivity to
the EA19 countries was also seen, in addition to Greece,
in Italy, Portugal, Slovenia and Spain, whereas increases
in the relative level in Latvia, Poland, Lithuania and Esto-
nia exceeded 8 pp in the monitored period. In the Czech
Republic, the relative level of labour productivity to the
average of EA19 countries increased slightly to 67%
in 2017.

In the case of the labour market component, which
gives the number of hours worked per working-age per-
son, the situation is mostly opposite. In 2017, the rela-
tive level of the labour market component exceeded the
average of the EA19 countries in all states except Slo-
vakia, Spain, Croatia and Italy. In Estonia, the Czech Re-
public, Latvia, Poland, Portugal and Lithuania the differ-
ence was more than 20 pp. In 2008-2017, the absolute
level of the labour market component dropped in
Greece, Croatia, Spain, Latvia, Italy and Portugal, with
Greece falling by 12% in the aforementioned years as
a result of a 17% drop in hours worked.

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 2008-2017, the sharpest decrease of 5.7 pp was rec-
orded in the Czech Republic. Compared to the EA19 av-
erage, however, the demographic component is still
higher in all monitored countries except Poland, Latvia,
Greece and ltaly; in Slovakia it exceeded the EA19 aver-
age by 8 pp in 2017.
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Table 3.5.1: GDP per Capita — Using Current Purchasing Power Parities

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Estimate Forecast Forecast

Italy PPS{ 27100 27000 26400 26600 27700 28400 28900 29600 30400 31400
EA19=100 96 95 92 90 90 91 91 90 90 91

Spain PPSE 24200 24200 24000 24900 26300 26700 27600 28600 29600 30600
EA19=100 86 85 84 84 85 86 87 87 88 88

Czech Republic PPSE 21700 22000 22400 23800 25300 25600 26900 27900 29100 30200
EA19=100 77 77 78 81 82 82 84 85 86 87

Slovenia PPSE 21700 21800 21900 22700 23800 24100 25500 27000 28400 29700
EA19=100 77 76 76 77 77 78 80 82 84 86

Lithuania PPSE 17200 18600 19600 20800 21700 22000 23500 24900 26300 27700
EA19=100 61 65 68 70 70 71 74 76 78 80

Estonia PPSE 18500 19600 20200 21300 22000 22500 23600 24800 26000 27100
EA19=100 65 69 70 72 71 72 74 76 77 78

Slovakia PPSt 19500 20100 20500 21300 22300 22500 22900 24100 25400 26800
EA19=100 69 71 72 72 72 72 72 73 76 78

Portugal PPSt 20200 20000 20500 21200 22300 22600 23000 23900 24700 25600
EA19=100 72 70 72 72 72 72 72 73 73 74

Poland PPSt 17000 17800 17900 18600 19900 19900 20900 22300 23500 24800
EA19=100 60 62 63 63 64 64 65 68 70 72

Hungary PPSt 17200 17500 18000 18800 19800 19500 20300 21700 22900 24000
EA19=100 61 61 63 64 64 63 64 66 68 69

Latvia PPSt 14900 16100 16700 17500 18600 18800 20000 21500 22800 24000
EA19=100 53 56 58 59 60 60 63 65 68 69

Greece PPSt 19700 19100 19200 19800 20200 19800 20200 20900 21900 22800
EA19=100 70 67 67 67 65 64 63 64 65 66

Croatia PPSE 15700 16000 16000 16300 17300 17900 18500 19300 20300 21300
EA19=100 55 56 56 55 56 57 58 59 60 62

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

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Estimate Forecast Forecast

Italy EUR: 27300 26700 26500 26700 27200 27900 28500 29000 29700 30500
EA19=100 93 91 90 89 88 88 87 86 86 86

Comparative price level EA19=100 97 97 98 98 98 96 96 95 95 94

Spain EUR} 22900 22200 22000 22300 23300 24100 25100 25900 26800 27600
EA19=100 78 76 75 74 75 76 76 76 77 77

Comparative price level EA19=100 92 90 89 88 88 88 88 88 88 88

Slovenia EUR:; 18000 17500 17600 18200 18800 19500 20800 22200 23500 24800
FA19=100 62 60 60 61 61 61 63 65 68 70

Comparative price level EA19=100 80 78 78 79 79 79 79 80 80 81

Estonia EUR{ 12500 13500 14300 15200 15700 16500 18000 19500 20700 21800
EA19=100 43 46 49 51 51 52 55 57 60 61

Comparative price level EA19=100 66 67 69 70 71 72 74 76 77 78

Czech Republic EUR: 15600 15400 15000 14900 16000 16700 18100 19500 20600 21900
EA19=100 54 53 51 49 51 52 55 57 59 61

Comparative price level EA19=100 70 68 65 61 63 64 65 68 69 70

Portugal EUR: 16700 16000 16300 16600 17400 18100 18900 19600 20300 20900
EA19=100 57 55 55 55 56 57 57 58 58 59

Comparative price level EA19=100 80 78 77 77 77 78 80 80 80 79

Greece EUR{ 18600 17300 16500 16400 16400 16400 16800 17200 17900 18600
EA19=100 64 59 56 55 53 51 51 51 52 52

Comparative price level EA19=100 91 88 84 81 81 81 81 80 79 79

Slovakia EUR; 13100 13400 13700 14000 14600 15000 15600 16600 17700 18800
EA19=100 45 46 46 47 47 47 47 49 51 53

Comparative price level EA19=100 65 65 65 65 65 65 66 67 67 68

Lithuania EUR{ 10300 11200 11800 12500 12900 13500 14900 16100 17400 18600
EA19=100 35 38 40 41 41 43 45 48 50 52

Comparative price level EA19=100 58 58 59 59 59 60 62 63 64 65

Latvia EUR: 9800 10800 11300 11800 12300 12800 13900 15300 16300 17400
EA19=100 34 37 38 39 40 40 42 45 47 49

Comparative price level EA19=100 64 66 66 66 66 67 67 69 70 70

Hungary EUR{ 10200 10000 10300 10700 11300 11600 12700 13500 14200 15100
EA19=100 35 34 35 36 36 36 39 40 41 42

Comparative price level EA19=100 57 56 56 56 57 58 60 60 60 61

Poland EUR{ 9900 10100 10300 10700 11200 11100 12200 12900 13600 14500
EA19=100 34 35 35 36 36 35 37 38 39 41

Comparative price level EA19=100 56 55 56 56 56 54 56 56 56 57

Croatia EUR: 10500 10300 10300 10300 10600 11200 11900 12500 13100 13700
EA19=100 36 35 35 34 34 35 36 37 38 39

Comparative price level EA19=100 65 63 62 62 61 61 62 63 63 63

Source: AMECO, CZSO, Eurostat. Calculations of the MoF.
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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 2017
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Graph 3.5.6: Change in Current PPP Adjusted GDP per Capita during 2008-2017
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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 future developments of the Czech economy. Publicly available forecasts of 16 institutions are monitored. Out of
these, 11 institutions are domestic (CNB, Ministry of Labour and Social Affairs, Chamber of Commerce, domestic banks
and investment companies) and the others are foreign entities (European Commission, OECD, IMF etc.). The forecasts

are summarised in Table 4.1.

Table 4.1: Summary of the Monitored Forecasts

April 2019 April 2019

min. max. average MoF forecast
Gross domestic product (2019) growth in %, const.pr. 2.1 3.1 2.7 2.4
Gross domestic product (2020) growth in %, const.pr. 1.4 3.0 2.6 2.4
Average inflation rate (2019) % 2.1 2.6 2.3 2.3
Average inflation rate (2020) % 1.8 2.2 2.0 1.6
Average monthly wage (2019) growth in % 6.1 8.6 7.1 7.3
Average monthly wage (2020) growth in % 4.8 7.6 5.4 5.7
Current account / GDP (2019) % -0.9 1.2 0.5 0.2
Current account / GDP (2020) % 0.1 1.6 0.6 0.2

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

According to the average of estimates of the monitored
institutions, real GDP should increase by 2.7% in 2019
and 2.6% in 2020. The price level growth should be 2.3%
in 2019 and then it should slow down to 2.0% in 2020, in
line with the CNB‘s inflation target. The dynamic growth
of the average wage by 7.1% in 2019 should slightly slow
down, and the average wage could only increase by 5.4%
in 2020. The surplus on the current account of the bal-
ance payments should hover around 0.5% of GDP in 2019
and 2020.

Compared to the average of estimates of the monitored
institutions, the Ministry of Finance expects only slightly

Graph 4.1: Forecasts for Real GDP Growth in 2019
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lower dynamics of economic activity, due to deteriorated
developments of the external environment. Thus, GDP
growth could be 2.4% in both 2019 and 2020. The aver-
age inflation rate should be 2.3% in 2019 and then slow
down to 1.6% owing to weaker inflationary pressures
(e.g. softening growth in unit labour costs) and anti-
inflationary effects of administrative measures. The Min-
istry of Finance’s estimate of growth dynamics of the av-
erage wage is in line with the average of estimates by the
monitored institutions in both years. The Ministry of Fi-
nance expects that the current account of the balance of
payments should be in a slight surplus in both years.

Graph 4.2: Forecasts for Average Inflation Rate in 2019
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5 Looking back at the Year 2018

The macroeconomic framework of the 2018 State Budget has been prepared on the basis of data known as of 5 Sep-
tember 2017. Table 5.1 offers comparison with the 2018 data published by 3 April 2019. For most of the indicators,
however, the data cannot be considered definitive as they will be revised further.

In retrospect, it can be said that the State Budget was
based on a realistic macroeconomic framework. Real and
nominal economic growth in 2018 corresponded almost
exactly to the macroeconomic framework, with positive
and negative forecast errors of individual expenditure
components offsetting each other. Among indicators rel-
evant to the budget performance of the general gov-
ernment sector, the development of the wage bill was
much more favourable (especially due to a higher in-
crease in employment). By contrast, real and nominal
household consumption somewhat lagged behind the
projected values.

At the time of preparation of the State Budget’s macroe-
conomic framework, the economy was in a period of
a very dynamic economic growth. At the beginning of
September 2017, the second estimate of national ac-
counts for Q2 2017 was published, and its results signifi-
cantly exceeded expectations of the July 2017 Macroe-
conomic Forecast. The macroeconomic framework was
therefore updated based on data known as of 5 Septem-
ber 2017.

According to then available data, real GDP increased by
2.5% QoQ in Q2 2017. Although that figure was later re-
vised to 2.3%, it is still the highest growth since Q1 2006.
In a year-on-year comparison, the reported growth was
3.4%, which was later revised to 3.7%. With year-on-year
growth rates of 3.8% (4.2% after revision) and 5.2% (re-
vised to 4.0%), household consumption and gross fixed
capital formation, respectively, also recorded very good
results.

Despite sound fundamentals of the Czech economy, the
dynamics were considered one-off and unsustainable in
the medium term. Therefore, the macroeconomic sce-
nario was based on the hypothesis of a gradual slow-
down in the growth of most of the basic indicators.

Assumptions of the framework more or less material-
ized. The exchange rate of the koruna vis-a-vis the euro
strengthened in the expected range. Similarly, economic
growth of main trading partners has reached projected
figures, although it started to slow down in the second
half of 2018. Long-term interest rates increased some-
what faster due to a tightening of the Czech National
Bank’s monetary policy. Only crude oil prices recorded
a significant increase compared to the expected stagna-
tion.

The greatest deviations from the macroeconomic
framework, in a positive direction, recorded the labour
market. In contrast to the forecast, a dynamic growth in

employment continued also in 2018, resulting in an in-
crease of 1.4%. The unemployment rate, which was the
lowest in the EU already at the beginning of 2016,
reached an average of 2.2% in 2018 compared to the
forecast of 2.8%.

The strong employment growth, a further pronounced
increase in the minimum wage and in salaries in the
general government sector, and a lasting shortage of
suitably-skilled employees all contributed to the fact that
the wage bill increased by 9.3% versus 8.0% envisaged in
the macroeconomic framework of the State Budget. The
growth rate of earnings was thus the highest since 1996.

The average inflation rate was slightly lower in 2018,
reaching 2.1% against the forecast of 2.3%. The main
cause was a break in the growth trend of food prices
since the beginning of Q2 2018, which was a more signif-
icant factor than pro-inflationary effects of increases in
wages and in the price of crude oil.

Having grown by 3.2%, final consumption expenditures
of households lagged behind the estimate of the macro-
economic framework by 0.5 pp. Neither the significantly
more favourable developments of employment, nor high
consumer confidence and faster-than-expected wage
growth offset a more cautious behaviour of households,
where a surprising increase in the savings rate from 9.5%
in 2017 to 10.8% in 2018 occurred.

The tight labour market situation and an accelerated ab-
sorption of European Structural and Investment Funds
have boosted investment growth. This was due mainly to
investments in residential and non-residential construc-
tion and investments in machinery, equipment, and in-
formation and communication technologies. However,
expenditures on transport equipment and intellectual
property products also increased significantly. A de-
crease in the comparative base of 2017 by 2.4 pp due to
the subsequent revision of data was another factor. The
resulting increase in investments by 10.5% thus exceed-
ed the forecast by 6.4 pp, i.e. more than two-fold.

The extremely high unexpected growth in investments
was significantly reflected in a deterioration of the con-
tribution of the balance of foreign trade in goods and
services to GDP growth, which reached -0.7 pp instead
of the forecast of zero contribution.

Real GDP growth of 2.9% was ultimately marginally low-
er than forecasted, which is also true of nominal growth.
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Table 5.1: Macroeconomic Framework of the 2018 State Budget — Comparison with Actual Data

2018 State Budget

Outcome (April 2019)

Difference

(September 2017) (outcome - forecast)
2015 2016 2017 2018:2015 2016 2017 2018; 2015 2016 2017 2018
Forecast Prelim.
Gross domestic product bill. CZK§4596 4773 5040 5311:4596 4768 5047 5304 0 -5 7 -7
Gross domestic product growth in %, currpr.t 6.5 3.9 56 5.4 65 3.7 59 51} 00 -0.2 03 -0.3
Gross domestic product growth in %, constpr.t 53 2.6 41 3.1} 53 25 44 29 00 -0.1 03 -0.2
Consumption of households growth in %, constpr.t 3.7 3.6 36 3.7; 3.7 36 43 32 00 00 0.7 -05
Consumption of government growth in %, const.pr. 19 20 19 1.7 19 27 13 37¢{ 00 0.7 -06 2.0
Gross fixed capital formation growth in %, constpr. 10.2 -2.3 6.1 4.1 10.2 -3.1 3.7 10.5}( 0.0 -0.8 -24 6.4
Contr. of net exports to GDP growth p.p., constpr.} -0.2 1.2 0.8 0.0: -0.2 1.4 1.1 -0.7 0.0 0.2 03 -0.7
GDP deflator growth in % 1.2 1.2 1.4 2.2 1.2 1.3 1.4 2.1 0.0 0.1 0.0 -0.1
Average inflation rate % 03 07 23 23: 03 07 25 21 - - 0.2 -0.2
Employment (LFS) growthin%} 1.4 19 15 0.5{ 14 19 16 1.4 - - 01 09
Unemployment rate (LFS) averagein%; 5.1 40 3.0 2.8 51 40 29 22 - - 0.1 -0.6
Wage bill (domestic concept) growth in %, currpr.t 4.8 58 73 80 48 57 83 93 00 -0.1 1.0 1.3
Current account balance %ofGDP{ 0.2 11 05 04 02 16 1.7 03} 00 05 1.2 -0.1
Assumptions:

Exchange rate CZK/EUR 27.3 27.0 26.4 25.6: 27.3 27.0 26.3 25.6 - - 0.1 0.0
Long-term interest rates %p.a. 06 04 0.9 1.5 06 04 1.0 2.0 - - 01 0.5
Crude oil Brent USD/barrel 52 a4 49 50 52 a4 54 71 - - 5 21
GDP of the euro area growth in %, constpr.t 20 1.8 20 18 21 2.0 24 18 01 0.2 04 0.0

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