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CONSE. Pruriiiiieiieeiee et seee s constant prices

CNB ..ottt Czech National Bank

(1 2 PR consumer price index
1 S Czech Republic

(o0 o O o] SRR current prices

Czech Statistical Office

euro zone consisting of 19 countries
European Commission

European Central Bank

European Union consisting of 27 countries
Federal Reserve System

gross domestic product

gross fixed capital formation

gross value added

International Monetary Fund

Labour Force Survey

Ministry of Finance

Ministry of Labour and Social Affairs
non-profit institutions serving households
Organisation for Economic Co-operation and Development
percentage points

total factor productivity

value-added tax

Symbols Used in Tables

- A dash in place of a number indicates that the phenomenon did not occur.

A dot in place of a number indicates that we do not forecast that variable, or
the figure is unavailable or unreliable.

X, (space) A cross or space in place of a number indicates that no entry is possible for logi-
cal reasons.

Cut-off Date for Data Sources

The Macroeconomic Forecast is based on data known as of 10 August 2022.

Notes

All data in the Macroeconomic Forecast are unadjusted for seasonal and calendar effects, unless stated otherwise.
Published aggregate data may not match sums of individual items to the last decimal place due to rounding.

Data from the previous forecast (April 2022) are indicated by italics. Data relating to the years 2024 and 2025 are an
extrapolation scenario that indicates only the direction of possible developments, and as such are not commented up-
on in the following text.



Introduction and Summary

The pandemic-weakened world economy has been hit by several shocks this year, most notably by the war in Ukraine.
Higher-than-expected inflation, particularly in the United States and major European economies, has led to a tighten-
ing of financial conditions. China has seen prolonged lockdowns of important economic centres due to the application
of strict anti-epidemic restrictions. As a result, the Chinese economy slowed sharply in the second quarter, which had

a negative impact on global demand and supply.

According to the preliminary estimate of the CZSO, real
gross domestic product of the Czech Republic, adjusted
for seasonal and calendar effects, increased by 0.2% QoQ
and by 3.6% YoY in Q2 2022. In Q1 2022, for which de-
tailed data on the structure of growth are available, GDP
grew by 5.1% YoY (unadjusted).

Household consumption was 7.6% higher year-on-year
in Q1 2022. The strong growth rate reflected not only
a low comparison base but also a significant decline in
the savings rate. A decrease in real household disposable
income, driven by accelerating inflation, had a negative
impact on consumer spending. General government
consumption increased by 2.2% due to higher employ-
ment and purchases of goods and services.

Gross fixed capital formation rose by 8.1%, the fastest
growth since the end of 2018. Investment in transport
equipment was the largest contributor, but all important
categories showed growth. From a sectoral perspective,
it was driven by privately-financed investment of firms
and households.

Although the contribution of the change in inventories
and valuables to GDP growth (1.9 pp) was much lower
than in the H2 2021, it still contributed significantly to
the increase in economic output. Firms apparently con-
tinued to replenish inventories to avoid losses from high
inflation and component supply shortfalls, and stocks of
work in progress also likely increased.

By contrast, the external trade balance dampened eco-
nomic growth (contr. of -2.5 pp), not only because of
weak exports but also due to a recovery in import-
intensive investment activity and continued accumula-
tion of inventories, which boosted import growth.

While the economy had grown in the first half of this
year despite adverse circumstances, it should experience
a mild recession in the second half of the year. Nonethe-
less, GDP for the full year 2022 could increase by 2.2%.
Growth should be driven by fixed capital investment and
increased inventory accumulation. Household final con-
sumption expenditure will be dampened by a sharp rise
in the cost of living, especially energy prices, and by
tighter monetary policy. The external trade balance
should take 1.0 pp off the growth momentum.

Economic growth could slow further to 1.1% in 2023.
Households will continue to face the impact of high in-
flation next year, so the dynamics of their consumption
should remain very low. Gross fixed capital formation
will continue to be pro-growth, but weaker year-on-year

inventory accumulation will slow the economy noticea-
bly. With weak domestic demand, the foreign trade bal-
ance should thus be the main driver of growth.

High inflation slows economic growth and lowers living
standards. Annual inflation is expected to accelerate fur-
ther in H2 2022 and approach 20%. The average rate of
inflation should thus reach 16.2% this year. Not only the
prices of food, fuel, electricity, natural gas and imputed
rent, but also other categories of goods and services are
contributing significantly to the exceptionally strong rise
in consumer prices. Domestic demand pressures are also
boosting inflation, but these should be dampened by the
previous increase in monetary policy rates. Over the
forecast horizon, this factor should also contribute to the
appreciation of the koruna (the exchange rate is current-
ly also supported by the CNB’s foreign exchange inter-
ventions), which will have an anti-inflationary effect. The
average inflation rate could slow to 8.8% in 2023.

Imbalances related to labour shortages in virtually all
sectors of the economy continue to be evident in the la-
bour market. Thus, despite the expected shallow reces-
sion in H2 2022 and weak economic momentum in 2023,
the unemployment rate should virtually stagnate, reach-
ing 2.5% on average in 2022 and rising slightly to 2.6% in
2023. The tight labour market will push wage growth
higher, though it will lag behind inflation. Average real
wage should therefore fall this year and next.

The current account of the balance of payments
showed a deficit of 2.0% of GDP in Q1 2022, mainly re-
flecting a deterioration in the balance of goods due to
frictions in the automotive industry and a significantly
negative terms of trade driven by mineral fuel prices.
Stronger investment activity, slowing economic growth
abroad and rising input and energy prices should contin-
ue to contribute to the negative balance of goods this
year and next. The current account deficit is thus ex-
pected to reach 4.6% of GDP in 2022, before declining to
4.0% of GDP in 2023 as price pressures recede.

The general government sector’s performance in 2022
reflects the economic and financial consequences of the
Russian aggression against Ukraine and the related hu-
manitarian crisis, the support to households and firms
affected by the huge price increases, and last but not
least, the expenditure triggered by the COVID-19 epi-
demic. We therefore expect a deficit of 3.8% of GDP. The
fiscal policy stance is expected to lead to a structural def-
icit of 3.0% of GDP and an increase in debt to 42.4% of
GDP.



Economic growth should slow down
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Wage growth should temporarily lag behind inflation
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Table: Main Macroeconomic Indicators

2017 2018 2019 2020 2021 2022 2023; 2022 2023

Current forecast Previous forecast

Nominal GDP bill.czki 5111 5411 5791 5709 6108 6799 7356 6618 7135
nominal growth in % 6.5 5.9 7.0 -1.4 7.0 11.3 8.2 8.1 7.8

Gross domestic product real growth in % 5.2 3.2 3.0 -5.5 3.5 2.2 1.1 1.2 3.6
Consumption of households real growth in % 4.0 3.5 2.7 -7.2 4.1 0.5 0.5 0.5 4.5
Consumption of government real growth in % 1.8 3.9 2.5 4.2 1.5 0.8 1.3 1.0 1.0
Gross fixed capital formation real growth in % 4.9 10.0 5.9 -6.0 0.7 6.1 3.4 2.2 5.9
Contribution of net exports pp 1.2 -1.2 0.0 -0.4 -3.6 -1.0 0.9 0.1 0.2
Contrib. of change in inventories pp 0.5 -0.5 0.3 -0.9 4.8 1.3 -1.2 0.0 0.4
GDP deflator growth in % 1.3 2.6 3.9 4.3 3.3 8.9 7.0 6.9 4.1
Average inflation rate % 2.5 2.1 2.8 3.2 3.8 16.2 8.8 12.3 4.4
Employment (LFS) growth in % 1.6 1.4 0.2 -1.3 -0.4 -0.7 0.2 1.2 0.2
Unemployment rate (LFS) averagein % 2.9 2.2 2.0 2.6 2.8 2.5 2.6 2.5 2.6
Wage bill (domestic concept) growth in % 9.2 9.6 7.8 0.1 5.8 9.8 7.9 6.0 6.2
Current account balance % of GDP 1.5 0.4 0.3 2.0 -0.8 -4.6 -4.0 2.2 -1.9
General government balance % of GDP 1.5 0.9 0.3 -5.8 -5.2 -3.8 -4.5 3.2

Assumptions:

Exchange rate CZK/EUR 26.3 25.6 25.7 26.4 25.6 24.6 244 24.4 24.2
Long-term interest rates %p.a. 1.0 2.0 1.5 1.1 1.9 4.1 4.2 3.9 3.6
Crude oil Brent UsD/barrel 54 71 64 42 71 105 88 105 91
GDP inthe euro area real growth in % 2.8 1.8 1.6 -6.5 5.3 3.0 1.2 2.6 2.9

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



Forecast Risks and Uncertainty

The macroeconomic forecast is weighed down by a num-
ber of risks which, taken together, we consider to be
highly skewed to the downside.

The main risk is a prolonged fundamental reduction or
even a complete cut of natural gas supplies from Russia
to the European Union. In such scenario, the price of
natural gas on commodity markets would likely increase
significantly and inflation would rise further. The situation
would also most likely lead to a forced interruption of ac-
tivity in manufacturing and thus to a deeper economic
downturn. Box 1 discusses possible implications of this
adverse scenario in more detail.

In the forecast, we work with the assumption that fur-
ther likely waves of the COVID-19 epidemic can be man-
aged without the need to adopt macroeconomically sig-
nificant anti-epidemic restrictions. However, a specific
problem is the zero-COVID policy in China, where, for ex-
ample, lockdowns of entire cities are imposed due to only
a few new cases. Therefore, in the future, it cannot be
ruled out that lockdowns will again affect major econom-
ic centres, as was the case in the second quarter of this
year. This would then have a negative impact on econom-
ic developments in Europe through foreign trade (lower
demand from China) and the effect on global supply
chains. The emergence and spread of new coronavirus
variants against which available vaccines or experienced
disease would provide little protection remains a signifi-
cant risk.

Further developments in inflation and inflation expecta-
tions also pose a risk to the Czech economy. It is abso-
lutely crucial that inflation expectations return to the vi-
cinity of the Czech National Bank’s inflation target as
quickly as possible. Otherwise, a return of inflation to 2%
would require even tighter monetary policy, which would
entail additional economic costs.

The specific form and intensity of fiscal consolidation will
also be crucial. However, consolidation is complicated by
the manifestations of the unresolved pandemic, Russian
aggression in Ukraine, heightened price shocks and the
need to ensure sufficient energy supplies.

Available data clearly show that imbalances that charac-
terised the labour market before the outbreak of the
epidemic are still present. Staff shortages are evident in
almost all sectors of the economy and represent a signif-
icant barrier to output growth, particularly in construc-
tion. However, some easing of the mismatch between
demand and supply in the labour market, and the asso-

ciated upward pressure on wages, could be brought
about by an influx of refugees from Ukraine. It turns out
that due to the high demand for labour by companies
and the nature of most vacancies (jobs with low qualifi-
cation requirements), Ukrainian refugees do not have
any significant problems finding employment in the
Czech labour market. This is also helped by legislative
changes reducing administrative barriers to employing
foreigners.

But beyond that, other challenges related to increased
immigration will need to be tackled, particularly in the
areas of housing, education and healthcare. The poten-
tially unsuccessful integration of refugees from Ukraine
could pose a significant social problem in the future.

In the medium and long term, in view of demographic
developments, it will be crucial to increase labour
productivity, e.g. by investing in automation, robotization
and digital technologies. Given the high involvement of
Czech firms in global supply chains, their shift to higher
value-added positions (either towards the initial R&D
phase or towards the sales phase of the final product)
would also be a strong impetus for productivity growth.

The deep fall in real GDP in 2020 was largely determined
by the decline in household consumption. The unprece-
dented increase in the savings rate led to a strong accu-
mulation of financial assets, mainly in the form of cur-
rency and deposits. At present, some households can
use these funds to cushion the impact of high consumer
price increases.

Although the downturn in economic activity and the as-
sociated deterioration in the financial situation of some
households and firms has not led to a significant in-
crease in the share of non-performing loans, the rise in
interest rates could cause some households whose
mortgage loan fixation period is coming to an end to run
into repayment problems. Overvaluation of residential
property prices remains a risk.

Given the importance of the automotive industry for the
Czech economy, the strong pro-cyclicality of this sector,
its export orientation and dependence on supply chains
is a risk. The risks in the automotive industry are further
exacerbated by structural changes due to the gradual
tightening of emission standards and the transition to
electromobility. This will require huge investments in the
development of technology, machinery and equipment
or infrastructure. An impact on employment or supplier-
customer relations can also be expected.



1 Forecast Assumptions

1.1 External Environment

In Q2 2022, economic growth slowed in a number of ma-
jor world economies. The impact of the Russian invasion
of Ukraine and the implementation of strict anti-epidemic
measures in China, which intensified supply chain prob-
lems and further strengthened global inflationary pres-
sures, contributed to this development. High inflation in
many countries has resulted in tighter monetary condi-
tions. The risk to global economic growth is not only the
renewed deterioration of the epidemic situation in Chi-
na, but also the strained relations between Western
economies and Russia, which, among others, raise con-
cerns about gas supplies to the EU. Given the expected
slowdown in the growth dynamics of the world’s major
economies, global economic growth could slow to 2.8%
(vs. 4.0%) in 2022 and further to 1.9% (vs. 3.3%) in 2023.

The economic output of the United States contracted by
0.2% QoQ (vs. growth of 0.7%) in Q2 2022, mainly due to
a decline in inventories. In contrast, household consump-
tion and the foreign trade balance contributed positively.

The labour market situation is tight. The unemployment
rate fell to 3.5% in July, returning to the pre-pandemic
level of February 2020. The annual inflation rate slowed
to 8.5% in July. In response to high inflation, the Fed
raised the federal funds rate for the fourth time this year
at its July meeting, to a target range of 2.25%-2.50%.
The Fed anticipates its further increase. Since June, the
Fed has also begun the announced reduction in the size
of its balance sheet.

Although the direct effects of the Russian invasion of
Ukraine on the US economy are limited, there is addi-
tional upward pressure on energy prices. Shortages of
other major commodities are also contributing to the
rapid increase in prices. Purchasing managers’ indices for
both services and manufacturing have been declining
since the beginning of Q2, but conditions in industry are
still improving. In contrast, activity in services fell in July
for the first time in more than two years. Given the
above factors and the fading effects of pandemic fiscal
support, we expect the US economic growth to slow to
1.8% (vs. 3.3%) this year and to 1.4% (vs. 2.3%) in 2023.

Due to prolonged lockdowns of major industrial and fi-
nancial centres and the implementation of stringent an-
ti-epidemic measures, China’s economy recorded a con-
traction of 2.6% QoQ (vs. growth of 1.0%) in Q2 2022. As
the epidemic situation improved and coronavirus re-
strictions eased in China’s largest cities, economic activi-
ty recovered in June and a number of economic indica-
tors, such as retail sales and industrial production,
improved. Activity in services further increased in July as
anti-epidemic restrictions were eased. According to the

purchasing managers’ index, conditions in manufactur-
ing also improved, although not as markedly as in June.
A significant risk to the forecast is a renewed deteriora-
tion in the epidemic situation, but also the development
of external demand. The country’s economic outlook al-
so remains weighed down by the ongoing property mar-
ket crisis. Given the significant quarter-on-quarter de-
cline in GDP in Q2 2022, we estimate China’s economic
growth to be only 3.3% (vs. 4.7%) this year. We expect it
to accelerate to 4.9% (vs. 5.0%) next year, mainly due to
the positive impact of renewed economic activity and
the expected fiscal and monetary expansion in the sec-
ond half of this year.

While quarter-on-quarter GDP growth in the European
Union reached 0.6% (vs. 0.2%) in Q2 2022 for the third
consecutive quarter, according to the flash estimate, the
growth rate in the euro area picked up slightly to 0.7%
(vs. 0.2%).

The inflation rate in the euro area accelerated to 8.9% in
July, a new all-time high for the currency union. Signifi-
cant increases in energy and food prices were the main
contributors to the rise in the price level. The difference
between the inflation rate in the country with the fastest
(Estonia, 22.7%) and slowest (Malta, 6.5%) consumer
price inflation is also record high.

In response to consumer price developments, the Euro-
pean Central Bank raised its key interest rates by 0.5 pp
in July, bringing the base rate to 0.50%. At the same
time, the Transmission Protection Instrument (TPI) was
introduced, allowing bond purchases to prevent risk
premia from rising too high within the euro area. We
then expect further tightening of ECB monetary policy
before the end of the year.

Fiscal policy in the euro area is slowly moving into a re-
strictive phase. Government deficits are likely to contin-
ue to decline. However, the planned fiscal consolidation
will be constrained by increases in defence spending and
costs to mitigate the impact of high energy prices.

The unemployment rate in the euro area stood at a his-
toric low of 6.6% in June for the third month in a row.
However, manufacturing conditions deteriorated in July
for the first time in more than two years. Subdued de-
mand was to blame, leading to a sharp drop in new
orders, a fall in exports and an increase in inventories.
Sentiment in services and among consumers also deteri-
orated in the context of rising living costs.

We expect EU GDP to increase by 3.2% (vs. 2.5%) this
year, while euro area growth could reach 3.0% (vs. 2.6%).
Next year, economic growth should slow to 1.4%



(vs. 3.1%) in the EU and 1.2% (vs. 2.9%) in the euro area.
The improvement in the forecast for this year mainly re-
flects higher-than-expected growth in the first half of the
year, driven by the services sector. However, future eco-
nomic developments will be weighed down by a number
of negative factors, such as subdued demand, unfavour-
able developments in industry and loss of growth mo-
mentum in the services sector, high inflation and the as-
sociated decline in business and consumer confidence,
concerns about the energy crisis and tightening mone-
tary and fiscal policy.

Germany’s GDP stagnated (vs. growth of 0.3%) in Q2 ac-
cording to the flash estimate. Industrial conditions wors-
ened in July, according to the purchasing managers’ in-
dex. This is due to continuing problems in supply chains,
a decline in new orders, accelerating inflation and con-
cerns about disruptions in Russian gas supplies. Activity
in the services sector also declined slightly. Declining
purchasing power has caused a historic drop in consum-
er confidence. However, the unemployment rate fell

slightly to 2.8% in June. The deteriorating situation in
services and industry, declining business and consumer
confidence, rising price levels and concerns about the
energy crisis have reduced Germany's growth prospects
t0 1.2% (vs. 2.1%) in 2022 and 0.9% (vs. 3.2%) in 2023.

The Slovak economy grew by 0.4% QoQ (vs. 0.2%) in
Q1 2022. Economic activity was driven by household
consumption and the foreign trade balance. Gross capi-
tal formation and government consumption contributed
negatively to growth. Output in manufacturing increased
month-on-month in May, the first increase in production
this year. The unemployment rate fell further to 6.0% in
June, the lowest since the pandemic. Rising price levels,
continued problems in supply chains, subdued invest-
ment activity and deteriorating business and consumer
sentiment will have a significant negative impact on the
Slovak economy. We therefore expect that GDP could
grow by 1.7% (vs. 1.9%) in 2022 and 1.8% (vs. 4.2%) in
2023.
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Graph 1.1.2: Real Gross Domestic Product
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Graph 1.1.6: Purchasing Managers’ Index
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Table 1.1.1: Gross Domestic Product — yearly
growth rate of real GDP in %

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Forecast Forecast

World seasonally adjusted 3.5 3.4 3.3 3.7 3.6 2.9 3.1 6.1 2.8 1.9

USA seasonally adjusted 23 2.7 1.7 2.3 29 2.3 3.4 5.7 1.8 1.4

China seasonally adjusted 7.4 7.3 6.8 7.0 6.7 6.1 1.8 8.6 3.3 4.9

United Kingdom seasonally adjusted 3.0 2.6 2.3 2.1 1.7 1.7 9.3 7.4 3.5 0.3

European Union seasonally adjusted 1.6 2.1 2.0 29 2.0 1.8 -6.0 5.3 3.2 1.4
unadjusted 1.6 2.3 2.0 2.8 2.1 1.8 -5.9 5.4

Euro area seasonally adjusted 1.4 1.9 1.8 2.8 1.8 1.6 -6.5 5.3 3.0 1.2
unadjusted 1.4 2.0 1.9 2.6 1.8 1.6 -6.3 5.3

Germany seasonally adjusted 2.2 1.2 2.1 3.0 1.0 1.1 -4.1 2.6 1.2 0.9

unadjusted 2.2 1.5 2.2 2.7 1.0 1.1 -3.7 2.6 1.0 0.6

France seasonally adjusted 1.0 1.1 1.0 2.4 1.8 1.9 -7.9 6.8 2.7 1.4

unadjusted 1.0 1.1 1.1 2.3 1.9 1.8 -7.8 6.8 2.7 1.2

Italy seasonally adjusted 0.1 0.7 1.4 1.7 0.8 0.5 9.1 6.6 3.6 1.0

unadjusted 0.0 0.8 1.3 1.7 0.9 0.5 9.0 6.6 3.5 0.9

Austria seasonally adjusted 0.8 1.0 2.0 2.4 2.5 15 -6.8 4.9 4.2 1.3

unadjusted 0.7 1.0 2.0 2.3 2.5 1.5 -6.7 4.8 4.2 1.1

Hungary seasonally adjusted 4.1 3.6 2.1 4.4 5.4 4.6 -4.7 7.1 5.1 2.2

unadjusted 4.2 3.7 2.2 4.3 5.4 4.6 -4.5 7.1 5.1 2.1

Poland seasonally adjusted 3.4 4.2 3.2 4.9 5.4 4.8 -2.1 5.8 5.2 1.3

unadjusted 3.4 4.2 3.1 4.8 5.4 4.7 -2.2 5.9 5.2 1.3

Slovakia seasonally adjusted 2.7 5.2 1.9 3.0 3.8 2.6 -4.4 3.0 1.7 1.8

Czech Republic seasonally adjusted 2.3 5.5 2.5 5.3 3.2 3.0 -5.5 3.5 2.2 1.3

unadjusted 2.3 5.4 2.5 5.2 3.2 3.0 -5.5 35 2.2 1.1

Source: CZSO, Eurostat, IMF, OECD, Office for National Statistics. Calculations of the MoF.



Table 1.1.2: Gross Domestic Product — quarterly

growth rate of real GDP in %, data adjusted for seasonal and calendar effects

2021 2022
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast
USA QoQ 1.5 1.6 0.6 1.7 -04 -0.2 0.5 0.6
Yoy 0.5 12.2 4.9 5.5 35 1.6 1.5 0.5
China QoQ 0.6 1.5 0.4 1.4 1.4 -2.6 3.2 2.5
Yoy 18.9 8.0 5.0 4.0 4.8 0.5 3.4 4.5
United Kingdom QoQ -1.2 5.6 0.9 1.3 0.8 0.0 -0.1 -0.2
Yoy -5.0 245 6.9 6.6 8.7 3.1 2.1 0.6
European Union QoQ 0.1 2.0 2.2 0.6 0.6 0.6 0.2 0.0
Yoy -0.9 14.0 4.1 5.0 5.5 4.0 2.0 1.4
Euro area QoQ -0.1 2.1 2.3 0.4 0.5 0.7 0.0 -0.1
Yoy -0.9 14.6 3.9 4.8 5.4 4.0 1.6 1.1
Germany QoQ -1.5 2.0 0.7 0.0 0.8 0.0 -0.7 0.0
Yoy -2.2 10.2 1.8 1.2 3.6 1.5 0.0 0.0
France QoQ 0.1 1.0 3.3 0.6 -0.2 0.5 0.3 0.2
Yoy 1.5 18.6 3.6 5.1 4.8 4.2 1.1 0.8
Italy QoQ 0.2 2.6 2.7 0.7 0.1 1.0 0.4 0.1
Yoy 0.0 17.5 4.0 6.4 6.2 4.6 2.2 1.7
Austria QoQ -0.5 4.3 3.4 -0.8 1.5 0.5 0.2 0.1
Yoy 4.1 12.9 53 6.5 8.7 4.7 1.4 2.3
Hungary QoQ 1.3 2.4 1.1 2.2 2.1 0.2 0.1 0.1
Yoy -1.4 17.6 6.5 7.1 8.0 5.6 4.6 2.5
Poland QoQ 1.4 2.0 2.6 1.8 2.5 -0.1 -0.4 -0.3
Yoy -1.1 11.0 6.1 8.0 9.2 6.9 3.7 1.5
Slovakia QoQ -1.4 1.9 0.4 0.4 0.4 0.3 0.2 0.2
YoY 0.2 10.0 1.2 1.2 3.0 1.4 1.2 1.1
Czech Republic QoQ -0.5 1.4 1.7 0.8 0.9 0.2 -1.0 -0.4
YoY -1.9 9.1 2.8 3.5 4.9 3.6 0.9 -0.4

Source: CZSO, Eurostat, OECD, Office for National Statistics. Calculations and forecast of the MoF.

1.2 Commodity Prices

The price of Brent crude oil averaged USD 114 per barrel
(vs. USD 112) in Q2 2022. Due to the war in Ukraine and
the very low price last year, it has increased by 65% YoY,
in koruna terms by 80%.

The United States and the Organization of the Petroleum
Exporting Countries and other affiliates continued to
gradually increase daily oil production in Q2 2022. This
trend is expected to continue in 2023.

Oil consumption decreased in H1 2022, but it should re-
sume its growth in the second half of the year following
an expected reversal. Even so, the U.S. Energy Infor-
mation Administration estimates that crude oil invento-
ries should grow in H2 due to high production. By the
beginning of 2023, the market should already be in
a longer-term equilibrium, with replenished stocks. This
should lead to downward pressure on the oil price from
late 2022 onwards, but a possible deterioration in the
geopolitical situation poses an upside risk.

While the oil futures market is highly volatile, oil with
later delivery is still trading cheaper than oil with earlier
delivery. The expected Brent crude oil price reflects this
downward curve in futures prices, which is only slightly
lower than in the April forecast. This year, the average
price of Brent crude oil is expected to increase by
48% YoY to USD 105 (unchanged) per barrel; in koruna
terms, the increase is expected to be notably higher, at
59%, due to the expected depreciation of the koruna
against the dollar. For 2023, we assume an average price
of USD 88 (vs. USD 91), or a 16% YoY decline.

Prices and volatility in commodity markets remain ele-
vated, mainly due to the risk of disruptions of natural gas
supply from the Russian Federation. The wholesale pric-
es of natural gas (and wholesale power prices) remained
at very high levels in Europe in H1 2022. High commodi-
ty prices are largely reflected in corporations’ costs and
consumer prices (see Chapter 3.2).
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Graph 1.2.1: Dollar Price of Brent Crude Oil
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Table 1.2.1: Prices of Selected Commaodities — yearly

Graph 1.2.2: Koruna Price of Brent Crude Oil
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spot prices
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Forecast Forecast
Crude oil Brent UsD/barrel 99.0 52.4 43.6 54.2 71.4 64.3 41.8 70.8 105 88
growth in % -8.8 -47.1 -16.9 24.3 31.7 9.9 -35.0 69.3 48.4 -15.8
Crude oil Brent index (in CZK) 2010=100; 134.6 85.0 70.1 83.1 102.2 97.1 63.6 101.2 161 137
growth in % 3.8 -36.9 -17.4 18.5 23.0 5.0 -34.6 59.1 59.0 -14.7
Natural gas (Europe) USD/MMBtu 10.1 6.8 4.6 5.7 7.7 4.8 3.2 16.1
growthin % -14.7 -32.1 -33.1 25.3 344 37,5 -32.5 397.1
Natural gas (Europe) index (in CZK) 2010=100; 131.7 106.2 70.7 84.2 106.0 69.6 47.1 223.0
growth in % 9.8 -19.4 -334 19.2 25.8 -34.3 -32.4 373.7
Source: CNB, U. S. Energy Information Administration, World Bank. Calculations and forecast of the MoF.
Table 1.2.2: Prices of Selected Commodities — quarterly
spot prices
2021 2022
Q1 Q2 Q3 Q4 Qi Q2 Q3 Q4
Forecast Forecast
Crude oil Brent UsD/barrel 61.0 69.0 73.5 79.6 100.9 113.8 109 97
growth in % 21.3 132.3 71.3 79.7 65.4 65.0 47.7 21.7
Crude oil Brent index (in CZK) 2010=100 86.9 96.6 104.7 116.3 146.1 173.6 172 152
growth in % 12.9 101.2 63.7 78.3 68.0 79.6 64.3 30.5
Natural gas (Europe) USD/MMBtu 6.5 8.8 16.9 32.2 32.6 32.1
growth in % 111.2 383.8 489.4 520.6 400.6 265.8
Natural gas (Europe) index (in CZK) 2010=100 89.3 118.2 231.7 452.7 454.0 470.9
growth in % 96.5 319.0 463.2 515.9 408.6 298.3

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



1.3 Fiscal Policy

The general government sector balance is expected to
end in a deficit of 3.8% of GDP (vs. 4.5% of GDP) in 2022,
or 3.0% of GDP (vs. 3.2% of GDP) in structural terms. The
estimate reflects economic and financial consequences
of the Russian aggression against Ukraine and the relat-
ed humanitarian crisis, subsidies to households and firms
burdened by huge price increases, as well as the fiscal
stimulus measures adopted in previous years and the ex-
penditure triggered by the COVID-19 epidemic. The main
burden should be borne by the state budget, whose pro-
jected deficit will be deepened by the amendment to the
state budget law for this year. In contrast, local govern-
ment is likely to show a positive balance again, and also
social security funds may achieve a slight surplus.

Personal income tax revenue should be 3.4% higher
year-on-year, as the estimated growth in compensation
of employees in the economy is partially offset by an in-
crease in the basic taxpayer credit with an impact of
CZK 12.3 billion. Social security contributions, with pro-
jected increase of 6.4%, are also linked to expected de-
velopments of earnings. The dynamics of taxation and
employment taxes are also affected by the extraordinary
remuneration paid last year to workers in the health sec-
tor, social services and the armed forces. While the legal
regulation leaving the average payment for a state in-
sured person at the 2021 level will not in itself change
the revenues of the public health insurance system, the
increase in the number of state insured persons from
among persons with temporary protection granted to
citizens of Ukraine will increase social security contribu-
tions by an estimated CZK 5 billion.

The corporate income tax dynamics should be damp-
ened by the end of the effective change in the method of
creating and tax deductibility of technical provisions for
insurance companies, the extension of the validity of ex-
traordinary depreciation and the tax exemption of pro-
ceeds from government bonds with a total impact of
CZK 7.8 billion. Fading out of the negative impact of the
increase in the entry price threshold for depreciation of
tangible assets has the opposite effect, estimated at
CZK 1.6 billion. These effects should result in an increase
in this tax of 9.0%.

The 18.3% year-on-year increase in the value added tax
revenue should be determined mainly by strong nominal
household consumption. The negative impact of the pre-
viously approved discretionary measures (reclassification
of selected services to the second reduced tax rate in
H1 2020, reduction of the rate on accommodation,
sports and cultural events, ski lifts and other selected
services from July 2020) should be outweighed by the
positive impact of the end of the temporary tax waiver
on electricity and gas supplies in late 2021, the end of
the tax waiver on the purchase of filtering facepiece res-
pirators or the year-on-year smaller impact of the tax
waiver on the purchase of vaccines and COVID-19 tests.

For excise duties, excluding renewable energy subsidies,
we estimate a 3.2% increase in revenue. The main influ-
ences include the continuing economic recovery, and,
among discretionary measures, a CZK 2.5 billion increase
in the tax on tobacco products and a CZK 3 billion impact
from the solar electricity levy. A reduction in road tax
and a temporary drop in the tax rate on diesel and petrol
in response to a jump in fuel prices will be associated
with a revenue shortfall of around CZK 8.4 billion. The
waiving of the renewable energy levy on households and
companies represents a revenue shortfall of an estimat-
ed CZK 4.6 billion this year.

Government final consumption expenditure growth is
expected to slow only slightly to 5.6% YoY and, unlike in
the previous few years, to be driven by intermediate
consumption (15.1%), reflecting exceptionally high infla-
tion, EU-funded projects, as well as the migration wave
from Ukraine. Social transfers in kind should show a low-
er rate, due to the gradual return of the health sector to
normal conditions. The increased base due to exception-
al remuneration payments last year and the moderate
indexation of salary tariffs will increase the compensa-
tion of employees in the general government sector by
only 1.2%. From January 2022, the salary tariffs of doc-
tors, non-medical health workers, social service workers
and teachers in regional education were adjusted. More-
over, the amount of compensation in the education sec-
tor was also boosted due to the education of Ukrainian
children. In addition, the tariffs of soldiers and members
of the security forces were increased. The forecast also
foresees a 10% increase in the salaries of non-teaching
staff in the education sector and of civil servants not
covered by the Civil Service Act from September this
year. The 4.4% increase in social transfers in kind reflects
spending on health and social services, also used by
Ukrainian refugees. In addition, it reflects higher ex-
penditure in the form of housing allowance and housing
supplement.

This year, the area of cash social benefits is mainly de-
termined by pension benefits. Their normal January in-
dexation, increased by CZK 300 above the standard for-
mula, is reinforced by two extraordinary indexations due
to the high inflation rate, by an average of CZK 1,017
since June and by an average of CZK 700 since Septem-
ber. The social benefit system provided a one-off allow-
ance of CZK 5,000 per child under 18 this year, for a total
of CZK 7.8 billion. The higher child benefit, linked to the
rising minimum subsistence level, will also require addi-
tional spending. In connection with the migration wave
of refugees from Ukraine, a humanitarian benefit of an
estimated CZK 10.4 billion and a higher state budget
transfer to the public health insurance system are being
paid. As a result of economic developments and the dis-
cretionary measures mentioned above, cash social bene-
fits are expected to increase by 10.5%.
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We expect an increase of 11.2% in fixed asset invest-
ment expenditure which is expected to be supported by
the EU budget, either due to the approaching end of the
2014-2020 programming period or the involvement of
new funds from the Next Generation EU Instrument.
Their share of total investment should be more than
a quarter. Based on the up-to-date track record of in-
vestment spending, local government investment seems
to be particularly decisive for the dynamics of total in-
vestment.

The forecast foresees measures to help households and
firms in a situation of high energy prices. In contrast, an-
ti-epidemic measures and related support programmes
have been suspended. As a result, subsidies are ex-
pected to fall by 16.4%. The positive effect of the termi-
nation of the payment of the compensation bonus

Graph 1.3.1: General Government Balance
in % of GDP

Cyclical balance
I One-off measures
-5 B Structural balance
Total balance

should be partly cushioned by the payment of refunds of
deposits of former clients of Sberbank CZ, a.s. from the
Financial Market Guarantee System in the amount of
CZK 7.8 billion (the remaining part, for which the assump-
tion of recoverability has been adopted, is considered a
financial operation without an impact on the balance on
the basis of a consultation with Eurostat), which should
lead to a 5.0% year-on-year decline in capital transfers.

The deficit performance of the general government will
be reflected in the level of debt, which is expected to
reach 42.4% of GDP (vs. 42.7% of GDP) at the end of the
year. The relatively low increase in the debt quota is due
to an expected growth of nominal GDP of 11.3%. As
a result of higher debt and projected interest rate devel-
opments, interest costs will increase by almost 60% to
1.1% of GDP.

Graph 1.3.2: General Government Debt
in % of GDP
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Table 1.3.1: Net Lending/Borrowing and Debt

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Forecast

General government balance % GDP -1.3 2.1 -0.6 0.7 1.5 0.9 0.3 -5.8 -5.2 -3.8

bill. CzK -53 -90 -30 34 77 48 17 -329 -319 -257

Cyclical balance % GDP -1.3 -0.9 -0.1 -0.2 0.7 1.0 1.3 -0.9 0.0 0.1

Cyclically adjusted balance % GDP 0.0 -1.2 -0.6 0.9 0.8 -0.1 -1.0 -4.9 -5.3 -3.9

One-off measures *! % GDP 0.1 -0.4 -0.3 0.1 0.0 -0.1 0.0 -2.3 -1.6 -0.9

Structural balance % GDP -0.1 -0.8 -0.3 0.9 0.8 0.0 -1.0 -2.6 -3.6 -3.0

Fiscal effort 2 pp 1.2 -0.7 0.5 1.2 0.0 -0.8 -1.0 -1.6 -1.0 0.6

Interest expenditure % GDP 1.3 1.3 1.1 0.9 0.7 0.7 0.7 0.8 0.7 1.1

Primary balance % GDP 0.0 -0.8 0.4 1.6 2.2 1.6 1.0 -5.0 -4.5 -2.7

Cyclically adjusted primary balance % GDP 1.3 0.1 0.5 1.9 1.6 0.7 -0.3 4.1 4.5 -2.8

General government debt % GDP 44.4 41.9 39.7 36.6 34.2 32.1 30.0 37.6 42.0 42.4

bill.czki 1840 1819 1836 1755 1750 1735 1740 2149 2567 2882

Change in debt-to-GDP ratio pp 0.3 -2.6 -2.2 3.1 2.3 2.2 -2.0 7.6 4.4 0.4

Note: In comparison with the CZSO’s April 2022 notifications, the general government balance for 2021 has been revised up by CZK 40.9 billion, re-

flecting available data on revenues from personal and corporate income tax.

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 and forecast of the MoF.



1.4 Monetary Policy, Financial Sector and Exchange Rates

The Czech National Bank gradually raised the two-week
repo rate to 7.00% during 2022, most recently by 1.25 pp
at the end of June. The reason is the continued sharp
rise in current and expected inflation, which is now well
above the upper boundary of the tolerance band around
the 2% target. Inflationary pressures are being exacer-
bated not only by cost shocks of a global nature, but also
by domestic demand factors, such as the lagged effects
of monetary and fiscal expansion and upward pressure
on wages caused by staff shortages.

In view of the predicted inflation (see Chapter 3.2),
which is expected to reach extremely high levels of
around 20% this year, we expect the CNB to raise the
primary interest rate slightly in the second half of this
year. Subsequently, the two-week repo rate could re-
main at this level until mid-2023. By then, inflationary
pressures should already be weaker and the inflation
rate at the monetary policy horizon should be within the
tolerance band around the 2% target. The CNB could
therefore start to gradually lower monetary policy inter-
est rates.

The three-month PRIBOR rate rose to 6.0% (vs. 5.6%) on
average in Q2 2022 in connection with the CNB’s hike of
primary interest rates. It could rise to 6.5% (vs. 5.3%) for
the whole of 2022, and could reach 7.1% (vs. 4.9%) in
2023 under the assumed monetary policy settings.

The yield to maturity on 10-year government bonds
rose to 4.6% (vs. 4.1%) on average in the second quarter,
and could reach 4.1% (vs. 3.9%) for the whole of 2022.
Given the assumed monetary policy stance of the CNB
and the ECB and the expected inflation path, we believe
that long-term interest rates could still rise slightly in
2023, to 4.2% (vs. 3.6%) on average.

Year-on-year growth in loans to households slowed to
8.7% in Q2 2022, but net new loans continued to rise
except in April. Households’ efforts to draw down credit
ahead of the expected further rise in its price probably
played a role. The average customer interest rate on new
mortgage loans reached 4.3% in June 2022 (up 2.2 pp
year-on-year).

In Q2, growth in loans to non-financial corporations also
slowed to 6.7%, driven exclusively by foreign currency
loans, which can be explained mainly by the high and
widening interest rate spread vis-a-vis koruna loans. The
average client interest rate on total loans to non-financial
corporations rose to 7.0% in June (up 4.4 pp year-on-
year).

The share of non-performing loans in total loans has
continued to decline slowly for both households and
non-financial corporations. Although the financial situa-
tion of some economic agents has deteriorated as a re-
sult of the coronavirus pandemic, the impact on the
quality of banks’ loan portfolios has been minimal. How-
ever, the sharp rise in interest rates now poses a risk.

The exchange rate of the koruna against the euro in
Q2 2022 averaged CZK 24.6/EUR (vs. CZK 24.4/EUR), an
appreciation of 4.0% YoY (vs. 5.3%). The exchange rate
was negatively affected by uncertainties related to the
Russian invasion of Ukraine, the impact of which, how-
ever, was largely offset by the CNB’s foreign exchange
interventions supporting the domestic currency.

With the interest rate differential remaining positive and
some calming in the international financial markets, the
exchange rate should return to a gradual trend apprecia-
tion trajectory. On average, the exchange rate should
reach CZK 24.6/EUR (vs. CZK 24.4/EUR) in 2022, and
could strengthen slightly to CZK 24.4/EUR in 2023 (vs.
CZK 24.2/EUR). Higher appreciation should be hampered
mainly by the suspended real convergence of the Czech
economy to the euro area.

The forecast for the USD/EUR exchange rate is based on
the average of the forward rates over the last 10 days
before the cut-off date for forecast data. We thus esti-
mate the USD/EUR exchange rate at 1.06 this year (vs.
USD 1.11/EUR) and at 1.03 in 2023 (vs. USD 1.10/EUR).
The USD/EUR exchange rate then implies the expected
development of the koruna against the US dollar.
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Graph 1.4.3: New Mortgage Loans
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14 Macroeconomic Forecast of the CR
August 2022

Graph 1.4.2: Loans to Households
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Graph 1.4.4: Loans to Non-financial Corporations
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Table 1.4.1: Interest Rates — yearly

average of period, unless stated otherwise

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.05 0.05 0.05 0.50 1.75 2.00 0.25 3.75
Main refinancing rate ECB (end of period) in%p.a. 0.05 0.05 0.00 0.00 0.00 0.00 0.00 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.50 0.75 1.50 2.50 1.75 0.25 0.25 . .
PRIBOR3M in %p.a. 036 0.31 0.29 0.41 1.23 2.12 0.86 1.13 6.5 7.1
YTM of 10Y government bonds in%p.a. 1.58 0.58 0.43 0.98 1.98 1.55 1.13 1.90 4.1 4.2
Client interest rates
Loans to households in%p.a. 5.59 5.15 4.65 4.10 3.76 3.66 3.53 3.31
Loans to non-financial corporations in % p.a. 3.01 2.78 2.59 2.57 3.05 3.75 2.96 2.86
Deposits of households in%p.a. 0.85 0.65 0.47 0.36 0.33 0.39 0.35 0.26
Deposits of non-financial corporations in %p.a. 0.29 0.19 0.10 0.05 0.11 0.37 0.20 0.11
Source: CNB, ECB, Fed. Calculations and forecast of the MoF.
Table 1.4.2: Interest Rates — quarterly
average of period, unless stated otherwise
2021 2022
Q1 Q2 Q3 Q4 Qi Q2 Q3 Q4
Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.25 0.50 0.75 3.75 4.50 7.00
Main refinancing rate ECB (end of period) in%p.a. 0.00 0.00 0.00 0.00 0.00 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.25 0.25 0.25 0.50 1.75
PRIBOR 3M in %p.a. 0.36 0.40 0.91 2.86 4.59 6.03 7.6 7.6
YTM of 10Y government bonds in%p.a. 1.55 1.76 1.79 2.53 3.23 4.58 4.3 4.3
Client interest rates
Loans to households in %p.a. 3.39 3.32 3.28 3.26 3.29 3.36
Loans to non-financial corporations in %p.a. 2.55 2.54 2.74 3.62 5.12 6.07
Deposits of households in %p.a. 0.25 0.23 0.23 0.32 0.62 0.92
Deposits of non-financial corporations in %p.a. 0.06 0.05 0.07 0.27 0.86 1.65

Source: CNB, ECB, Fed. Calculations and forecast of the MoF.
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Table 1.4.3: Loans and Deposits — yearly averages

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Households
Loans growth in % 5.0 4.0 3.4 4.8 7.2 7.8 7.6 6.6 6.3 8.0
For consumption growth in % -1.0 -0.1 -0.9 3.4 6.0 4.3 54 6.4 4.4 2.6
For house purchase growth in % 6.4 5.5 4.5 5.6 8.1 9.0 8.5 7.4 7.3 9.5
Otherlending growth in % 6.0 1.2 2.9 1.0 3.0 4.2 4.3 1.1 0.9 4.2
CZK denominated growth in % 4.9 4.0 3.4 4.7 7.2 7.7 7.6 6.6 6.3 8.0
FX denominated growth in % 30.8 -1.3 0.0 12.7 8.5 36.3 1.7 9.0 6.1 16.9
Deposits growth in % 4.5 33 2.9 4.8 7.0 8.7 7.0 7.2 9.4 111
CZK denominated growth in % 4.7 3.3 2.7 4.1 6.9 9.7 7.1 6.9 9.2 109
FX denominated growthin%!  -2.1 2.3 8.5 225 7.3  -13.9 35 152 145 166
Non-performing loans (banking statistics) share, in % 5.2 5.2 4.9 4.5 3.6 2.7 24 1.9 1.6 1.7
Loans to deposits ratio in % 63 63 63 63 63 63 63 63 61 59
Non-financial corporations
Loans growth in % 3.5 1.3 1.9 6.5 6.6 5.0 4.2 4.3 3.2 0.5
CZK denominated growth in % 2.6 0.3 -1.0 5.9 2.8 -1.4 3.0 1.9 -1.8 3.2
FX denominated growth in % 7.8 5.7 13.7 9.0 20.5 24.4 6.9 10.0 14.0 -4.6
Deposits growth in % 8.9 4.9 7.6 10.3 4.6 7.8 3.0 4.2 9.5 9.0
CZK denominated growth in % 8.2 4.2 5.6 6.7 4.5 13.9 2.1 1.9 9.4 7.1
FX denominated growth in % 11.8 8.0 15.2 23.2 4.8 -11.1 6.6 13.0 9.9 15.3
Non-performingloans (banking statistics) share, in % 7.8 7.4 7.0 6.0 5.2 4.7 3.7 3.4 3.3 4.2
Loans to deposits ratio in % 120 116 110 106 108 105 106 106 100 92
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
2020 2021 2022
Q3 @ a1 Q2 Q3 @ a1 Q2
Households
Loans growth in % 6.2 6.4 6.5 7.5 8.5 95 102 8.7
For consumption growth in % 3.6 1.6 0.0 1.7 3.3 5.5 7.8 7.1
For house purchase growth in % 7.3 7.7 8.1 9.0 10.0 10.8 11.2 9.4
Other lending growth in % 1.1 3.7 3.8 4.1 4.5 4.4 5.2 5.5
CZK denominated growth in % 6.2 6.4 6.5 7.5 8.5 9.5 10.2 8.6
FX denominated growth in % 7.4 15.53 15.8 11.7 21.6 18.3; 22.8 43.1
Deposits growth in % 10.1 113, 12.8 12.1 10.8 8.6/ 5.6 3.2
CZK denominated growth in % 10.1 11.2| 12.9 11.9 10.5 8.4? 5.3 2.8
FX denominated growth in % 9.0 14.1)  12.6 18.2 203 152)  13.2 15.2
Non-performing loans (banking statistics) share, in % 1.6 1.6 1.8 1.8 1.7 1.6 1.5 1.3
Loans to deposits ratio in % 61 60 59 58 59 61 62 62
Non-financial corporations
Loans growth in % 2.6 1.2 -0.1 2.1 0.2 3.9 7.1 6.7
CZK denominated growth in % -2.5 2.5 -1.7 2.3 5.7 6.6 6.6 -1.3
FX denominated growth in % 13.4 8.7 3.1 -10.0 9.9 0.9 8.0 22.8
Deposits growth in % 10.0 129) 111 9.0 8.9 7.0/ 7.2 8.1
CZK denominated growth in % 10.4 12.4) 102 6.0 6.7 5.8) 7.1 9.0
FX denominated growth in % 8.7 14.5 14.2 20.1 16.5 10.8 7.6 5.6
Non-performing loans (banking statistics) share, in % 3.2 3.7‘ 4.2 4.3 4.2 3.9 3.8 3.6
Loans to deposits ratio in % 100 96 93 92 92 93 93 91

Note: All indicators, except for the share of non-performing loans, are from the monetary statistics.
Source: CNB, ECB. Calculations of the MoF.
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Table 1.4.5: Exchange Rates — yearly

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Forecast Forecast Outlook Outlook
Nominal exchange rates
CZK / EUR averagei 27.03 26.33 25.65 25.67 26.44 25.65 24.6 244 24.2 24.1
appreciation in % 0.9 2.7 2.7 0.1 -2.9 3.1 4.3 0.8 0.7 0.7
CZK / USD averagei 24.43 23.39 21.74 2294 23.19 21.68 23.2 23.6 23.0 223
appreciation in % 0.7 4.5 7.6 -5.2 -1.1 7.0 -6.6 -1.3 2.6 2.6
NEER averageof 2015=100% 102.3 105.2 109.1 108.7 106.7 1104 107 108 109 110
appreciation in % 2.3 2.8 3.7 -0.3 -1.9 3.4 -2.8 0.7 0.9 0.9
Real exchange rate to EA19 2 averageof 2015=100% 101.2 104.0 107.9 110.1 109.6 1145 125 129 131 133
appreciation in % 1.2 2.8 3.8 2.0 0.4 4.4 8.7 4.0 1.4 1.1
REER ? averageof 2015=100% 102.6 106.6 111.1 1115 1124 116.6
appreciation in % 2.6 3.9 4.3 0.3 0.8 3.8
Y Deflated by GDP deflators.
2 Eurostat calculations, deflated by CPI, versus 42 countries.
Source: CNB, Eurostat. Calculations and forecast of the MoF.
Table 1.4.6: Exchange Rates — quarterly
2021 2022
Qi Q2 Q3 Q4 Qi Q2 Q3 Q4
Estimate Forecast Forecast
Nominal exchange rates
CZK / EUR average 26.07 25.64 25.50 25.38 24.65 24.65 24.5 24.5
appreciation in % -1.7 5.5 3.8 5.1 5.7 4.0 3.9 3.6
CZK / USD average 21.64 21.27 21.63 22.19 21.99 23.16 24.1 23.8
appreciation in % 7.4 15.5 4.6 0.8 -1.6 -8.2 -10.1 6.7
NEER average of 2015=100 102.1 103.7 104.0 104.0 107.2 107.1 107 107
appreciation in % -0.1 6.3 3.5 4.2 5.0 3.4 3.1 3.3
Real exchange rate to EA19 R average of 2015=100 112.0 115.4 116.0 114.7 121.4 124 127 126
appreciation in % 0.1 9.0 5.0 4.1 8.4 7.8 9.0 9.5
REER? average of 2015=100 115.3 116.7 117.4 117.2 123.2
appreciation in % 1.1 6.9 3.4 4.0 6.9

Y Deflated by GDP deflators.
2 Eurostat calculations, deflated by CPI, versus 42 countries.
Source: CNB, Eurostat. Calculations and forecast of the MoF.

1.5 Demographic Trends

The population of the Czech Republic rose by 3.2 thou-
sand to 10.520 million during Q1 2022. The growth was
driven by a positive foreign migration balance (10.8 thou-
sand), while the balance of natural change was negative
(-7.6 thousand).

During the first quarter, 24.2k children were born live,
which was a decrease of 3.5 thousand compared to the
same period of the previous year. The last time a lower
number of live births was recorded in the first quarter
was in 2004.

The number of deaths from January to March this year
reached 31.9 thousand. Compared to Q1 2021, it was
a decrease of 15.0 thousand, or 32%. According to the
data of the Ministry of Health, the number of deaths re-
lated to COVID-19 has fallen sharply (3.4k vs. 15.1k in
Q1 2021). Nevertheless, the number of deaths was mod-
erately higher than the 2015-2019 average.

The positive balance of foreign migration decreased by
1.7 thousand YoY in the first quarter. The number of im-
migrants increased only slightly to 19.2 thousand (up by
0.8 thousand or 5%), but the number of emigrants rose
by 45% to 8.3 thousand. The data on international mi-
gration in the first quarter do not include persons grant-
ed temporary protection in connection with the war in
Ukraine.

The intensity of migration flows this year will be funda-
mentally affected by the war in Ukraine. We assume that
the positive migration balance will be higher by 325k
people compared to the medium variant of the CZSO’s
demographic projection, i.e. it will reach 351 thousand
people. Approximately 61% of the refugees from Ukraine
are expected to be in the working age group 20-64 years
(of which about 70% will be women), 35% will be chil-
dren and young people up to 19 years and the remaining
4% will be seniors. While some refugees may return to
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Ukraine in the coming years, at the same time increased
immigration from Ukraine can be expected. We there-
fore keep the migration balance according to the CZSO’s
projection.

The CZSO also published a detailed age structure of the
population at the beginning of 2022. The population of
the Czech Republic increased by 21.9 thousand people
during 2021. The population ageing was reflected by an
increase of 17.3 thousand people in the senior category
of 65 years and over. However, due to the COVID-19 epi-
demic in particular, this increase was significantly lower
than was usual in the years before the pandemic. The
high number of women born in the late 1970s and 1980s
and the relatively high birth rate led to an increase of
25.8 thousand children and young people under 19 years
of age. On the other hand, the population aged 20-64
years decreased by 21.2 thousand.

Graph 1.5.1: Age Groups
as of 1 January of the given year, shares in total population, in %
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Graph 1.5.3: Old-Age Pensioners
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of the MoF.

However, due to fluctuating birth rates in the past, the
development in this category is not homogeneous. The
decline was concentrated in the 20-44 age group, which
shrank by 58.4 thousand people. In contrast, there was
a significant increase in the population between 45 and
59 years of age, by 59.8k. People in this age group have
high employment and participation rates, which contrib-
utes to eliminating the impact of population ageing on
the supply side of the economy. The fall in the number
of people aged 60-64 by 22.5k entails a temporary slow-
down in the burden on the pension system.

At the end of June 2022, the Czech Social Security Ad-
ministration registered 2.363 million old-age pensioners,
which corresponded to 22.5% of the Czech population.
The extension of the statutory retirement age combined
with increased mortality led to a year-on-year decline in
the number of old-age pensioners by 14.7 thousand, i.e.
by 0.6%.

Graph 1.5.2: Life Expectancy at Birth
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Graph 1.5.4: Number of Deaths
difference from the 2015-2019 average, in thousands

mmm Without COVID
mmm With COVID

— Difference

1/20 4 7 10 121 4 7 10 1/22 4
Source: CZSO, Ministry of Health. Calculations of the MoF.



Table 1.5.1: Demographics

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Forecast Forecast Outlook Outlook
Population (as of 1 January) thous. persons | 10554 10579 10610 10650 10694| 10495 10517 10857 10872 10884
growth in % 0.1 0.2 0.3 0.4 0.4 -1.9 0.2 3.2 0.1 0.1
0-19 years thous.personsi 2082 2106 2133 2160 2188] 2171 2197 2319 2331 2337
growth in % 0.9 1.2 1.3 1.3 1.3 -0.8 1.2 5.5 0.5 0.3
20-64 years thous.persons: 6540 6484 6437 6403 6374 6172 6151 6300 6278 6269
growth in % -0.8 -0.9 -0.7 -0.5 -0.4 -3.2 -0.3 2.4 -0.3 -0.1
65 and more years thous.persons: 1932 1989 2040 2087 2132|] 2152 2169 2239 2264 2278
growth in % 2.8 2.9 2.6 2.3 2.2 0.9 0.8 3.2 1.1 0.6
Old-age pensioners (asof 1 January) ' thous.personsi 2377 2395 2404 2410 2415 2400 2378 2391 2377 2365
growth in % 0.9 0.8 0.4 0.3 0.2 -0.6 -0.9 0.5 -0.6 -0.5
Old-age dependency ratios (as of 1 January)
Demographic ? %! 295 307 317 326 334 349 353 355 361 363
Under current legislation 3 % 39.8 40.1 40.4 40.4 40.5 41.2 40.6 39.9 39.6 39.3
Effective ¥ %: 46.8 46.2 45.7 45.2 45.5 46.0 45.2 46.0 45.6 45.4
Fertility rate children} 1,630 1.687 1.708 1.709 1.707 1.827 1.70 1.70 1.70 1.71
Population increase thous. persons 25 31 40 44 8 22 341 15 12 9
Natural increase thous. persons 5 3 1 0 -19 -28 -9 -11 -14 -17
Live births thous. persons 113 114 114 112 110 112 105 103 101 99
Deaths thous. persons 108 111 113 112 129 140 114 114 115 116
Net migration thous. persons 20 28 39 44 27 50 351 26 26 26
Immigration thous. persons 38 46 58 66 56 69
Emigration thous. persons 17 18 20 21 29 19
Census difference thous. persons X X X X X -207 X X X X

Note: Between 2020 and 2021, there is a break in the population time series resulting from the 2021 Census.

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 and forecast of the MoF.

1.6 Other Assumptions

In addition to the factors mentioned in previous chap-
ters, the forecast is based on the following assumptions:

the ongoing war in Ukraine will not have a lasting
impact on commodity prices in world markets;
households and businesses will reduce their natural
gas consumption in response to the higher price;
the constraints on natural gas supplies from Russia
to the EU will not be so significant that they could
not be replaced from other sources (e.g. imports of
liquefied natural gas or the use of gas from storag-
es); thus, in the scenario of the Macroeconomic
Forecast, industrial production will not need to be
interrupted due to gas shortages;

problems in supply chains will hamper global eco-
nomic growth also next year, but their intensity will
gradually diminish — along with that, upward pres-
sures on the price level will weaken;

thanks to vaccination, high number of people who
have had COVID-19 and wider treatment options,
macroeconomically significant restrictions won’t be
necessary in the future should the epidemic situa-
tion worsen;

as part of the support for part-time work, social se-
curity contributions on the employer’s side will be
reduced when specific groups of employees are
employed;

the rates of major types of taxes and compulsory
levies (value added tax, personal and corporate in-
come tax, social and health insurance contributions)
will otherwise remain unchanged;

the minimum wage and the lowest levels of the
guaranteed wage will be increased in the coming
years in line with the forecast growth of the aver-
age nominal wage.
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2 Economic Cycle

2.1 Position within the Economic Cycle

The coronavirus epidemic and related measures brought
the biggest-ever slump of the economy below the po-
tential, with the output gap falling to -8.4% in Q2 2020.
However, thanks to the economic recovery in the fol-
lowing quarters, the output gap for the whole of 2020
was -2.3% (vs. -2.7%). It was thus smaller in annual
terms compared with the recessions of 2009 and 2013.
Due to the improvement in economic performance, the
negative output gap closed last year, reaching 0.1%
(vs. -0.7%) of potential output.

In connection with the expected decline in economic ac-
tivity in the second half of this year, the output gap
should temporarily return to the negative territory and
then close in Q3 2023. However, given the persistent
period of enormous uncertainty and the volatility of
economic developments, the results should be treated
with caution.

Potential output, whose growth slowed noticeably in
2019 and 2020 due to the economic slowdown and the
subsequent recession, is currently estimated to have in-
creased by 0.8% (vs. 1.0%) in 2021. Its growth could ac-
celerate to 1.8% (vs. 2.2%) this year and hover around
2% in the following years.

The trend component of total factor productivity is the
long-term driver of potential growth. However, its con-
tribution fell to only 0.6 pp (vs. 1.4 pp) in 2021 and
should remain at this level this year. It should then in-
crease gradually in the following years.

A significant reduction in investment activity in 2020 and
only a slight recovery in 2021 resulted in a slower in-
crease in the capital stock. Given the expected stronger
growth in gross fixed capital formation, this factor could
boost potential growth by 0.7 pp (vs. 0.6 pp) this year.

Graph 2.1.1: Output Gap
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The time series of the employed, unemployed and work-
ing-age population in the current forecast incorporate
the results of the 2021 Census. However, the total con-
tribution of the production factor of labour to potential
output growth in 2022 has increased only slightly to
0.5 pp (vs. 0.3 pp) compared with the previous forecast.

Population ageing, which is manifested by a long-term
decline in the number of people of working age (20-64
years) with a negative impact on labour supply, should
be compensated by a wave of immigration from Ukraine
over the forecast horizon (see Chapter 1.5). While de-
mographic developments took 0.2 pp (vs. 0.3 pp) off po-
tential output growth last year, they should be neutral in
2022 (vs. 0.8 pp). In 2023, they should support potential
growth to the extent of 0.9 pp. (vs. 0.2 pp).

Until 2018, the period of economic boom, accompanied
by an increasing demand for work, led to a rapid in-
crease in the participation rate, which more than offset
the unfavourable development of the working-age
population. Following a temporary halt in this trend dur-
ing the coronavirus epidemic, the participation rate
could increase this year, given the renewed labour
shortage, and its contribution could reach 0.6 pp (vs.
-0.2 pp) this year.

The average number of hours usually worked, which has
been on a long-term downward trend, was in a narrow
range of 39.9-40.2 hours between 2017 and 2020. How-
ever, in subsequent quarters, values around 39.4 hours
have been published. This has created a significant break
in the time series (Graph 2.1.4), which has no economic
justification and is most likely due to methodological
changes in the LFS. Whereas last year the contribution of
the number of hours usually worked was -0.4 pp (vs.
-0.5 pp), it could ease to -0.1 pp (vs. —0.2 pp) in 2022.

Graph 2.1.2: Potential Output

YoY growth rate in %, contributions in percentage points

Labour
I Capital
. TFP
e Potential output

1/18 1/19 1/20 1/21 1/22 1/23
Source: CZSO. Calculations and forecast of the MoF.



Graph 2.1.3: Capacity Utilisation in Industry
smoothed by Hodrick-Prescott filter, in %

Graph 2.1.4: Hours Usually Worked
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Table 2.1.1: Output Gap and Potential Product
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Forecast Forecast Outlook Outlook
Output gap % -0.7 1.9 2.8 3.8 -2.3 0.1 0.3 -0.4 0.7 1.5
Potential product growth in % 2.9 2.7 2.6 1.9 0.7 0.8 1.8 2.0 1.7 1.7
Contributions
Trend total factor productivity pp 2.2 2.2 1.9 1.3 0.8 0.6 0.6 0.7 0.8 0.9
Fixed assets pp 0.6 0.5 0.6 0.9 0.7 0.6 0.7 0.9 0.8 0.7
Population 20-64 years pp -0.6 -0.6 -0.5 -0.4 -0.4 -0.2 0.0 0.9 -0.1 -0.1
Participation rate pp 0.7 0.7 0.7 0.2 -0.2 0.2 0.6 -0.5 0.1 0.1
Usually worked hours pp i 0.1 -0.2 0.1 0.1 -0.3 -0.4 0.1 0.0 0.0 0.0

Source: CZSO. Calculations and forecast of the MoF.

2.2 Business Cycle Indicators

The evolution of confidence indicators in Q2 2022 points
to a significant quarter-on-quarter recovery in gross val-
ue added in industry, trade and services. In construction,
the confidence indicator signals a slight slowdown in
year-on-year growth in gross value added. However, the
correlation between the development of confidence and
gross value added in the construction sector is very low.

The composite indicator of exports of goods, compiled
by the Ministry of Finance from sub-questions of the
CZSO'’s business cycle survey and business confidence in
Germany, continues to indicate a year-on-year decline in
exports of goods.

The CZSO’s consumer confidence indicator continued to
decline in Q2 2022. Its development signals negative
year-on-year growth in household final consumption ex-
penditure in H2 2022 (the confidence indicator shows
a lead of 1-2 quarters). The consumer confidence indica-
tor, compiled by the MoF from sub-questions of the Eu-
ropean Commission’s consumer survey, also declined in
Q2 compared to the previous period. Consumers’ pessi-
mism stemmed mainly from a significantly negative as-

sessment of the economic situation, but the financial
situation of households also deteriorated significantly.

As a result, the composite confidence indicator signals
an acceleration in the year-on-year growth of total gross
value added in Q2 2022, but according to the prelimi-
nary estimate of the CZSO, its dynamics has probably
slowed down.

In July 2022, the composite indicator has fallen signifi-
cantly from the Q2 average level. The main contributors
to this were a decline in confidence in industry, services
and among consumers. However, sentiment also deteri-
orated in trade and construction.

According to the composite leading indicator, the Czech
economy should remain below potential output in Q2
and Q3 2022 in response to the war in Ukraine, prob-
lems in supply chains and rising inflationary pressures.
Although the MoF estimates that economic output was
above potential in the first half of this year, the output
gap should already be negative in the second half of the
year (see Chapter 2.1).
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Graph 2.2.1: Confidence and GVA in Industry
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Graph 2.2.3: Confidence and GVA in Trade and Services
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Graph 2.2.5: Consumer Confidence and Consumption
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Graph 2.2.7: Composite Confidence Indicator and GVA
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Graph 2.2.2: Confidence and GVA in Construction
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Graph 2.2.4: Composite Export Indicator
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Graph 2.2.6: Decomposition of Consumer Sentiment
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Graph 2.2.8: Composite Leading Indicator
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3 Forecast of Macroeconomic Developments in the CR

3.1 Economic Output

The Czech economy grew by 5.1% YoY in Q12022
(vs. 4.3%). Quarter-on-quarter growth of seasonally ad-
justed GDP accelerated slightly to 0.9% (vs. 0.1%). Eco-
nomic activity was strongly supported by manufacturing
as well as by trade, transportation, accommodation and
food services. The CZSO revised up real GDP growth in
2021 by 0.2 pp.

Household consumption had increased by 7.6% YoY
(vs. 8.2%), significantly boosted by the low comparative
base and a decline in the savings rate, while the de-
crease in real disposable income had had a negative ef-
fect. Spending on semi-durable goods grew fastest (due
to anti-epidemic restrictions, it was exceptionally low in
Q1 2021), but spending on services had the biggest im-
pact on consumption growth. Spending on non-durable
goods (e.g. food) fell slightly year-on-year. The seasonally
adjusted data then show that households are already
cutting back due to tighter budgets, as spending on both
non-durable and durable goods fell again quarter-on-
quarter (the increase in spending on services may have
been supported by spending by non-residents?, or mid-
dle- and upper-income households).

Consumption by the general government sector in-
creased by 2.2% (vs. 2.6%) on the back of positive em-
ployment growth and purchases of goods and services,
with purchases driven by local governments and their
contributory organisations, as well as public universities
and research institutions.

Gross fixed capital formation rose by 8.1% (vs. 3.8%),
mainly due to investment in transport equipment, dwell-
ings and non-residential buildings. The important com-
ponent of machinery and equipment virtually stagnated
due to the disruption of supplies to industry. Investment
activity was driven exclusively by the private sector. Cor-
porate investment was supported by the lagged effect of
easy monetary conditions and the recovery of export
markets. Investment by the general government sector
declined year-on-year in real terms, mainly due to delays
in projects co-financed by EU funds.

A significantly positive contribution of 1.9 pp from the
change in inventories was behind the 14.3% (vs. 12.0%)
increase in gross capital formation. Firms were apparent-
ly accumulating inventories to avoid both component

! Data on the structure of household expenditure are available in the
quarterly national accounts only for consumption in the domestic con-
cept, which includes expenditure by resident and non-resident house-
holds made in the Czech Republic. The fact that consumption in do-
mestic concept fell by only 0.1% QoQ in Q1 2022, while consumption
in the national concept (expenditure by residents in the Czech Repub-
lic and abroad) fell by 1.2% suggests that non-residents’ expenditure
had a positive effect on consumption in the domestic concept.

supply shortages and losses resulting from high inflation.
Inventories of work in progress probably also increased.

The foreign trade balance contributed strongly negative-
ly to GDP growth by 2.5 pp. Supply chain disruptions ad-
versely affected exports of goods and services, which
grew by only 0.5% in Q1 2022 (vs. a decline of 1.5%). Im-
ports of goods and services, on the other hand, strength-
ened by 4.1% (vs. 2.7%) thanks to exceptional inventory
accumulation and higher fixed capital investment.

According to the preliminary estimate, seasonally adjust-
ed GDP increased by 0.2% QoQ (vs. a decline of 1.3%) in
Q2 2022, driven solely by domestic demand. Thus, the
Czech economy grew in the first half of this year despite
unfavourable circumstances. However, in H2 2022, eco-
nomic activity is expected to decline more sharply due to
the reduction in foreign trade with Russia and Ukraine,
supply shortages of key components for manufacturing
and construction, and a jump in energy and fuel prices.
The baseline scenario does not assume a complete stop
of gas supplies from Russia (see Box 1 for an alternative
scenario). As a result, real GDP growth could slow to
2.2% (vs. 1.2%) in 2022 and further to 1.1% (vs. 3.6%) in
2023. In both years, domestic demand should drive the
economy, but the external trade balance should dampen
it this year.

Household final consumption expenditure should be
negatively affected this year by a decline in real disposa-
ble income and tighter monetary policy. The increase in
the cost of living will mainly impact low-income house-
holds, while the effect of the rising price level on middle-
and especially high-income households could be damp-
ened by savings, including the drawdown of exceptional
savings accumulated during the epidemic. The decline in
labour taxation and government measures limiting the
impact of rising energy prices should have a positive ef-
fect on the whole-year dynamics. Concerns about fur-
ther price increases may have motivated households to
undertake some spending earlier in the year, but the
drop in consumer confidence should become fully appar-
ent in H2. In view of these strongly negative factors, real
household consumption could grow by only 0.5% (un-
changed) this year. Given the persisting decline in real
disposable income due to elevated inflationary pres-
sures, consumption should remain subdued in 2023.
However, household spending should be supported next
year by continued decline in the savings rate and spend-
ing of Ukrainian refugees. As a result, household con-
sumption could also rise by 0.5% (vs. 4.5%) in 2023.

We expect general government consumption to grow by
0.8% (vs. 1.0%) in 2022. The pace of employment is ex-
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pected to be weaker overall than in 2021, but there will
be pressure to increase staff capacity, especially in edu-
cation, due to the migration wave from Ukraine. Pur-
chasing and spending in the health sector should weak-
en due to the waning of the epidemic, but this will be
offset by humanitarian needs. In 2023, government con-
sumption should be boosted by spending on purchases
of goods and services, supported by current subsidies
from EU funds as the end of the 2014-2020 financial
perspective approaches. This could accelerate growth to
1.3% (vs. 1.0%).

Gross fixed capital formation is expected to recover sig-
nificantly in 2022 thanks to economic growth abroad and
utilised production capacity. Government spending,
supported by the implementation of projects cofinanced
by EU funds, should have a moderately positive effect on
investment activity. Monetary conditions were strongly
accommodative in the previous year, and given the
length of the transmission mechanism, they will have
a major stimulative effect in 2022. However, private in-
vestment in the second half of the year may be weighed
down by problems in supply chains, a rise in capital
goods prices and a substantial increase in uncertainty
related to a possible disruption in Russian gas supplies.
The anticipated easing of these difficulties, together with
military equipment purchases and the use of expiring EU
funds from the previous financial perspective, should
cushion the impact of the marked slowdown in the euro
area economy and the restrictive monetary policy in the
coming year. Thus, gross fixed capital formation could

increase by 6.1% (vs. 2.2%) in 2022 and slow to 3.4%
(vs. 5.9%) in 2023.

In 2022, we expect companies to accumulate inventories
at an increased rate to avoid losses from high inflation
and component supply disruptions. Thus, the change in
inventories should have a positive impact on GDP
growth of 1.3 pp (vs. 0.0 pp), with a negative contribu-
tion in subsequent years. Nevertheless, the magnitude
of inventory accumulation will remain exceptionally high.
As a result, gross capital formation could rise by 9.4%
(vs. 1.9%) this year and fall by 0.7% (vs. growth of 3.6%)
in 2023.

Exports of goods and services could increase by 1.0%
(vs. 1.5%) this year, thanks to the recovery in export
markets (see Chapter 3.4) and consumer spending by
immigrants from Ukraine (see Box 1 in the April 2022
Macroeconomic Forecast). However, a decline in export
performance due to problems in supply chains will
dampen the momentum. The acceleration in export
growth to 3.2% (vs. 4.2%) in 2023 reflects the fading
supply-side frictions and the completion of work-in-
progress inventories, but the projected slowdown in ma-
jor trading partners’ economic activity will have a nega-
tive effect. The growth momentum of exports and im-
port-intensive investment demand is then reflected in
the pace of imports of goods and services, which could
rise by 2.5% (vs. 1.3%) in 2022. The slowdown to 2.0%
(vs. 4.0%) in 2023 reflects a decline in gross capital for-
mation outweighing the recovery in exports.

Box 1: Scenario of a Halt in Natural Gas Supplies from Russia

In the context of the ongoing Russian military invasion of Ukraine, it cannot be ruled out that the Russian side, in retaliation for
material and military assistance to Ukraine, will proceed to cut off gas supplies to the whole of Europe. Russia is the main suppli-
er of energy (natural gas) to the EU.

According to the statistics on foreign trade in goods, energy commodities accounted for 72.3% of imports from Russia to the
Czech Republic in 2021. Natural gas alone accounted for 47.7% of Russian imports. Natural gas supplies from Russia constitute
96.6% of imports of this commaodity in the Czech Republic, while in the EU this share reached 39.6% last year. Natural gas is an
important energy commodity, used in industry as well as by households. According to Eurostat, approximately 21.7% of energy
demand in the Czech Republic in 2020 was in the form of natural gas, compared to 23.7% in the euro area?. A possible cut-off of
gas supplies would therefore have serious economic consequences.

Fearing a possible disruption of natural gas supplies, EU countries have taken a number of measures to mitigate a possible ener-
gy crisis in the coming months. These included accelerating the filling of natural gas storage tanks (according to Gas Infrastruc-
ture Europe, storage in the Czech Republic was 79.3% full at the end of July, compared to an EU average of 70.5%) or leasing ca-
pacity at the liquefied natural gas terminal in the Netherlands? .

According to the input-output tables, the most exposed sectors in the Czech Republic are the production and distribution of
electricity, gas, steam and air conditioning (46.7% of its production depends on imports of energy commodities from Russia),
chemicals and chemical products (63.3%), coke and refined petroleum products (47.7%) and rubber and plastic products
(56.9%). These sectors then produce key components for other sectors of the economy, e.g. motor vehicles, trailers and semi-
trailers consume (use) 41.0% of rubber and plastic products.

2 Eurostat (2022): Complete energy balances. Eurostat, [accessed on 1 August 2022], <https://ec.europa.eu/eurostat/web/main/data/database>.

3 MIT (2022): Po podilu v LNG terminalu ziskalo Cesko i potfebnou pFepravni kapacitu. Pokryje tim a# tietinu spotfeby. Ministry of Industry and
Trade, [accessed on 1 August 2022], <https://www.mpo.cz/cz/rozcestnik/pro-media/tiskove-zpravy/po-podilu-v-Ing-terminalu-ziskalo-cesko-i-
potrebnou-prepravni-kapacitu--pokryje-tim-az-tretinu-spotreby--268713/>.




Taking into account the important position of natural gas in the Czech economy and the significant macroeconomic consequenc-

es that can be expected with a possible supply disruption, we proceeded to assess the potential economic effects. The calcula-

tions are based on the OECD’s 2018 international input-output tables?. In addition to this approach, we also used the European

Commission’s existing QUEST model®, which also has an international scope in the form of simulated economies of the Czech

Republic, the euro area and the rest of the world. In calculating the economic impacts, we made the following assumptions:

- The calculations are applied to the current average temperatures for 2022. The average temperature this year is 1.3 °C
higher than the long-term average (data for January to May) based on data from the Czech Hydrometeorological Insti-
tute;

- using historical data between gas consumption and average temperatures, a regression method estimated that a 1°C
rise in temperature leads to a 9.8% decrease in gas consumption;

- the calculation of gas consumption by households also takes into account the adjustment of households that will reduce
their consumption for heating in dwellings by 15% due to higher energy prices (in line with the European Commission’s
requirement to reduce gas consumption);

- in the Czech Republic, storage would currently cover 37.8% of annual consumption (equivalent to 34.5 TWh); in the EU,
storage would cover 18.5% of annual consumption®;

- the priority group for heating will be households; the storage capacity is able to cover the upcoming heating season for
households (September 2022—May 2023), both in case of mild and severe winter; in case of mild winter, 19.0 TWh
would be allocated for household consumption;

- 15.5 TWh should thus be allocated from storage for industry, which corresponds approximately to four months of busi-
ness consumption (average monthly gas consumption is 4.5 TWh);

- If the leased LNG terminal in the Netherlands is used, whose capacity should cover one third of Russian gas consumption
(32.9 TWh), according to the Ministry of Industry and Trade, the industry should also be able to cope with the upcoming
heating season without having to accept major operational restrictions;

- using the terminal, the industry would last 11 months, i.e. until August 2023; in the event of a colder winter (long-term
average winter temperature 2.4 °C lower than in the scenario considered), the gas supply to the industry would last until
May 2023 inclusive.

It can therefore be assumed that, with the contribution of the leased terminal in the Netherlands, this year’s heating season

(September 2022—May 2023) should be fully covered by domestic stocks. The problem may arise only with the arrival of the

2023-2024 heating season, when it would not be possible to replenish storage in any other way in the event of continued Rus-

sian restrictions. In such a scenario, production would have to be curtailed with the following estimated macroeconomic im-

pacts:

- in 2023, production would fall by 4.5% in the Czech Republic and by 5.6% in the euro area (production limitation from
September to December 2023);

- 6.4% decline in production in the Czech Republic in 2024, 8.0% in the euro area (impact from January to May, i.e. during
the heating season);

- a deterioration in euro area GDP growth relative to the baseline scenario of 1.9 pp in 2023 and 2.6 pp in 2024 (based on
a decline in output).

Table 1: Natural Gas Outage — Impact on GDP Under these circumstances, economic problems could be ex-
2023 2024 pected in the autumn of 2023, assuming no filling of gas stor-
ages. In view of the above, we estimate that GDP growth
would slow next year by between 2.9 pp and 4.0 pp. For 2024,
Impact on GDP pp 29 4.0 -34 -4.6 we expect an eventual deterioration of 3.4—4.6 pp. The Czech

Limited prod. in the CR pp 2.6 3.4 3.1 3.9 economy would thus contract by 1.8-2.9% next year and in

Lower growth in the EA o0 03 0.6 0.3 0.7 2024 GDP could fall by between 0.4% and 1.6%. The data are
summarised in Table 1.

QUEST I-0 {QUEST IO

GDP growth - alt. scenario % -1.8 -2.9 -0.4 -1.6
Source: Calculations of the MoF.

It should be noted that the analysis is highly indicative and the actual impact on GDP will depend on the government or the EU-
wide strategy. The input-output model assumes perfect complementarity of inputs, but in practice there would be some degree
of substitution of gas by e.g. electricity, coal or wood for heating. The analysis also does not assume a change in the economic
model of individual firms, where, for example, some energy-intensive intermediate inputs can be imported from Asia. The esti-
mate is therefore rather a maximum impact. The temporary change in climate plans in EU countries in the form of extending the
lifetime of coal-fired power plants to diversify energy sources, the speed of establishing new supply partners (Qatar, Algeria,
USA, Kuwait, Azerbaijan, etc.) may also come into play. However, the full substitution of Russian gas is a question of the medium
term horizon.

4 OECD (2021): OECD Inter-Country Input-Output (ICIO) Tables. Organisation for Economic Co-operation and Development, [accessed on 1 August
2022], <https://www.oecd.org/sti/ind/inter-country-input-output-tables.htm>.

° Ratto, M., Roeger, W., & In 't Veld, J. (2009): QUEST IlI: An Estimated DSGE Model of the Euro Area with Fiscal and Monetary Policy. Economic
Modelling, Vol. 26(1), pp. 222-233.

5 GIE (2022): Aggregated Gas Storage Inventory. Gas Infrastructure Europe, [accessed on 1 August 2022], < https://agsi.gie.eu/>.



Graph 3.1.1: Resources of Gross Domestic Product Graph 3.1.2: GDP by Type of Expenditure
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Table 3.1.1: Real GDP by Type of Expenditure — yearly

chained volumes, reference year 2015

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Forecast Forecast Outlook Outlook
Gross domestic product bill. czk 2015 4743 4988 5148 5304 5013 5190 5306 5365 5524 5658
growth in % 2.5 5.2 3.2 3.0 -5.5 3.5 2.2 1.1 3.0 2.4
growth in % 2.5 5.3 3.2 3.0 5.5 3.5 2.2 1.3 2.8 2.5
Private consumption expenditure 2 bill. czk 2015; 2264 2355 2438 2504 2322 2417 2429 2440 2532 2612
growth in % 3.8 4.0 3.5 2.7 -7.2 4.1 0.5 0.5 3.8 3.2
Government consumption exp. bill. CZK 2015 897 913 949 973 1014 1029 1038 1051 1066 1084
growth in % 2.5 1.8 3.9 2.5 4.2 1.5 0.8 1.3 1.4 1.7
Gross capital formation bill. czk2015F 1243 1323 1425 1489 1351 1607 1759 1747 1716 1720
growth in % -4.0 6.5 7.7 4.5 9.3 19.0 9.4 -0.7 -1.8 0.3
Gross fixed capital formation bill.czk 2015F 1190 1248 1374 1455 1368 1377 1461 1511 1516 1548
growth in % -3.0 4.9 10.0 5.9 -6.0 0.7 6.1 3.4 0.3 2.1
Change in stocks and valuables bill. CZK 2015 53 75 51 34 -16 230 298 236 200 172
Exports of goods and services bill. czk 2015 3888 4168 4322 4386 4034 4312 4357 4495 4701 4832
growth in % 4.3 7.2 3.7 1.5 -8.0 6.9 1.0 3.2 4.6 2.8
Imports of goods and services bill. czk 2015 3549 3771 3989 4051 3719 4214 4321 4406 4520 4619
growth in % 2.8 6.3 5.8 1.5 -8.2 13.3 2.5 2.0 2.6 2.2
Gross domestic expenditure bill. czk 2015 4404 4592 4811 4964 4693 5053 5222 5236 5315 5421
growth in % 1.2 4.3 4.8 3.2 5.5 7.7 3.4 0.3 1.5 2.0
Methodological discrepancy * bill. CZK 2015 0 -1 3 3 10 39 45 38 29 28
Real gross domestic income bill. czk 2015 4780 4988 5149 5324 5083 5258 5221 5253 5417 5558
growth in % 3.4 4.3 3.2 3.4 -4.5 3.4 -0.7 0.6 3.1 2.6
Contributions to GDP growth *
Gross domestic expenditure pp 1.2 3.9 4.4 3.0 -5.1 7.1 3.3 0.3 1.5 2.0
Consumption pp 2.3 23 24 1.8 -2.6 2.2 0.4 0.5 2.1 1.9
Household expenditure pp 1.8 1.9 1.7 1.3 -3.4 1.8 0.2 0.2 1.8 1.5
Government expenditure pp 0.5 0.3 0.7 0.5 0.8 0.3 0.2 0.3 0.3 0.3
Gross capital formation pp -1.1 1.7 2.0 1.2 -2.6 5.0 2.9 0.2 -0.6 0.1
Gross fixed capital formation pp -0.8 1.2 2.5 1.6 -1.6 0.2 1.6 0.9 0.1 0.6
Change in stocks pp -0.3 0.5 -0.5 0.3 -0.9 4.8 1.3 -1.2 0.7 -0.5
Foreign balance pp 14 1.2 -1.2 0.0 -0.4 -3.6 -1.0 0.9 1.4 0.5
External balance of goods pp 1.0 0.9 -1.0 0.4 -0.3 -3.6 -0.9 0.7 1.3 0.4
External balance ofservices pp 0.4 0.3 -0.2 -0.4 -0.1 0.0 -0.1 0.1 0.1 0.1
Gross value added bill. czk2015¢ 4269 4491 4644 4784 4532 4687
growth in % 2.5 5.2 3.4 3.0 -5.3 3.4
Net taxes and subsidies on products bill. CZK 2015 474 497 504 521 480 504

Y From working day adjusted data.

2 Including consumption of non-profit institutions serving households (NPISH).

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 and forecast of the MoF.
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Table 3.1.2: Real GDP by Type of Expenditure — quarterly

chained volumes, reference year 2015

2021 2022

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast
Gross domestic product bill. CZK 2015 1201 1308 1329 1351 1263 1357 1342 1344
growth in % -2.3 9.5 3.5 3.6 5.1 3.7 1.0 -0.5
growth in %V -1.9 9.1 3.8 3.5 4.9 3.6 0.9 -0.4
QoQin %" -0.5 1.4 1.7 0.8 0.9 0.2 -1.0 -0.4
Private consumption expenditure 2 bill. CZK 2015 544 612 630 631 585 620 608 616
growth in % -6.2 9.3 4.8 8.5 7.6 1.3 -3.5 -2.4
Government consumption exp. bill. CZK 2015 238 245 255 291 243 248 256 291
growth in % -0.3 0.4 5.4 0.8 2.2 0.9 0.2 0.2
Gross capital formation bill. CZK 2015 334 401 450 422 382 464 475 438
growth in % 5.4 16.0 28.0 25.3 14.3 15.6 5.4 4.0
Gross fixed capital formation bill. CZK 2015 296 344 352 385 319 367 372 402
growth in % -3.7 4.2 1.5 0.5 8.1 6.7 5.7 4.5
Change in stocks and valuables bill. CZK 2015 39 57 98 36 63 97 102 36
Exports of goods and services bill. CZK 2015 1091 1130 989 1101 1097 1114 1026 1120
growth in % 4.0 34.8 -1.7 3.4 0.5 -1.5 3.7 1.7
Imports of goods and services bill. CZK 2015 1009 1088 1008 1109 1051 1097 1033 1140
growth in % 5.6 36.0 9.8 6.1 4.1 0.8 2.5 2.8
Gross domestic expenditure bill. CZK 2015 1117 1257 1333 1345 1210 1329 1336 1348
growth in % -1.7 9.2 11.5 11.1 8.3 5.7 0.2 0.2
Methodological discrepancy * bill. CZK 2015 3 7 12 16 7 9 11 18
Real gross domestic income bill. CZK 2015 1226 1332 1345 1355 1249 1341 1317 1314
growth in % -1.0 9.9 3.1 2.0 1.8 0.7 -2.0 3.1

Gross value added bill. CZK 2015 1097 1182 1196 1212 1146

growth in % -2.2 9.8 3.2 3.2 4.5

growth in % ¥ -1.8 9.4 3.4 3.0 4.3

QoQin % -0.5 11 1.6 0.8 0.7

Net taxes and subsidies on products bill. CZK 2015 104 126 134 140 116

Y From seasonally and working day adjusted data
2 Including consumption of non-profit institutions serving households (NPISH).

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

Source: CZSO. Calculations and forecast of the MoF.



Table 3.1.3: Nominal GDP by Type of Expenditure — yearly

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Forecast Forecast Outlook Outlook

Gross domestic product bill.czki 4797 5111 5411 5791 5709 6108 6799 7356 7816 8201

growth in % 3.7 6.5 5.9 7.0 -1.4 7.0 11.3 8.2 6.3 4.9

Private consumption expenditure 1 bill.czki 2273 2420 2568 2711 2588 2771 3254 3563 3812 4023

growth in % 4.2 6.5 6.1 5.6 -4.5 7.1 17.4 9.5 7.0 5.5

Government consumption exp. bill. CzK 910 959 1050 1134 1243 1313 1386 1483 1541 1596

growth in % 4.0 5.4 9.5 8.0 9.5 5.7 5.6 6.9 4.0 3.5

Gross capital formation bill.czki 1248 1348 1472 1599 1493 1844 2228 2356 2386 2450

growth in % -3.6 8.0 9.2 8.7 -6.6 235 20.9 5.7 1.3 2.6

Gross fixed capital formation bill.czki 1196 1273 1423 1568 1516 1586 1852 2034 2103 2199

growth in % -2.5 6.4 11.7 10.2 -3.3 4.7 16.7 9.8 3.4 4.5

Change in stocks and valuables bill. CZK 52 74 49 31 -22 257 377 322 283 251

External balance bill. €ZK 366 384 321 347 385 181 -70 -45 76 132

Exports of goods and services bill.czki 3795 4039 4163 4279 3993 4443 4897 5340 5755 6051

growth in % 1.8 6.4 3.1 2.8 -6.7 11.3 10.2 9.1 7.8 5.2

Imports of goods and services bill. czki 3429 3654 3842 3932 3608 4262 4967 5385 5678 5919

growth in % -0.7 6.6 5.1 2.3 -8.2 18.1 16.5 8.4 5.4 4.2

Gross national income bill.czki 4473 4821 5114 5441 5424 5835 6508 7046 7502 7873

growth in % 3.8 7.8 6.1 6.4 -0.3 7.6 11.5 8.3 6.5 4.9

Primary income balance bill. CZK -324 -289 -297 -350 -285 -273 -291 -310 -314 -328
Y Including consumption of non-profit institutions serving households (NPISH).

Source: CZSO. Calculations and forecast of the MoF.
Table 3.1.4: Nominal GDP by Type of Expenditure — quarterly
2021 2022

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Estimate Forecast Forecast

Gross domestic product bill. czK 1384 1537 1577 1611 1541 1727 1754 1777

growth in % 1.0 13.8 7.7 5.7 11.3 12.3 11.3 10.3

Private consumption expenditure * bill. CZK 610 697 727 737 736 823 834 861

growth in % 5.2 11.7 8.3 13.4 20.7 18.1 14.7 16.9

Government consumption exp. bill. cZK 286 316 326 386 305 322 347 412

growth in % 2.0 8.8 10.5 2.2 6.9 2.0 6.5 6.8

Gross capital formation bill. CZK 374 451 526 492 465 581 615 567

growth in % 8.3 18.8 34.8 30.4 24.2 28.6 17.0 15.3

Gross fixed capital formation bill. CZK 332 389 410 456 387 459 479 527

growth in % -1.1 6.6 6.0 6.3 16.7 18.1 16.9 15.5

Change in stocks and valuables bill. CZK 43 62 116 36 78 121 136 41

External balance bill. czK 114 73 -2 -4 34 1 -42 -63

Exports of goods and services bill. CZK 1096 1153 1035 1159 1178 1258 1176 1284

growth in % 6.9 37.2 4.5 2.0 7.4 9.2 13.7 10.8

Imports of goods and services bill. CZK 982 1080 1037 1163 1143 1258 1219 1347

growth in % 6.2 37.7 17.5 14.4 16.4 16.4 17.5 15.8

Y Including consumption of non-profit institutions serving households (NPISH).
Source: CZSO. Calculations and forecast of the MoF.
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Table 3.1.5: GDP by Type of Income - yearly

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Forecast Forecast Outlook Outlook
GDP bill.czk; 4797 5111 5411 5791 5709 6108 6799 7356 7816 8201
growth in % 3.7 6.5 5.9 7.0 -1.4 7.0 11.3 8.2 6.3 4.9
Balance of taxes and subsidies bill. czK 454 493 504 534 449 477 590 620 718 747
% of GDP 9.5 9.7 9.3 9.2 7.9 7.8 8.7 8.4 9.2 9.1
growth in % 4.8 8.6 2.2 6.0 -16.0 6.2 23.8 5.0 15.9 4.1
Taxes on production and imports bill. czK 595 635 656 696 660 713
growth in % 4.4 6.6 3.3 6.2 5.3 8.1
Subsidies on production bill. cZK 141 142 152 162 211 236
growth in % 3.2 0.4 7.2 6.7 30.3 12.0
Compensation of employees bill.czki 2003 2185 2399 2586 2625 2786 3014 3249 3433 3577
(domestic concept) %ofGDP{ 41.7 428 443 446 46.0 456 443 442 439 436
growth in % 5.9 9.1 9.8 7.8 1.5 6.1 8.2 7.8 5.7 4.2
Wages and salaries bill.czky 1538 1680 1842 1986 1989 2105 2312 2495 2637 2747
growth in % 5.7 9.2 9.6 7.8 0.1 5.8 9.8 7.9 5.7 4.2
Social security contributions bill. czK 464 505 557 599 636 681 702 754 797 830
growth in % 6.4 8.7 10.3 7.6 6.2 7.0 3.2 7.3 5.7 4.2
Gross operating surplus bill.czki 2340 2432 2507 2671 2635 2846 3195 3487 3665 3877
% of GDP 48.8 47.6 46.3 46.1 46.2 46.6 47.0 47.4 46.9 47.3
growth in % 1.7 4.0 3.1 6.5 -1.4 8.0 12.2 9.2 5.1 5.8
Consumption of capital bill. CzK 988 1022 1074 1153 1229 1303 1414 1510 1617 1747
growth in % 3.2 3.5 5.0 7.4 6.5 6.0 8.5 6.8 7.1 8.0
Net operating surplus bill.czki 1352 1410 1434 1518 1406 1543 1781 1977 2047 2130
growth in % 0.6 4.3 1.7 5.9 -7.4 9.8 15.4 11.0 3.5 4.0
Source: CZSO. Calculations and forecast of the MoF.
Table 3.1.6: GDP by Type of Income - quarterly
2021 2022
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast
GDP bill. CZK 1384 1537 1577 1611 1541 1727 1754 1777
growth in % 1.0 13.8 7.7 5.7 11.3 12.3 11.3 10.3
Balance of taxes and subsidies bill. czK 72 117 147 141 125 166 170 129
growth in % -28.6 6.8 10.2 33.7 73.6 42.8 15.6 -8.7
Compensation of employees bill. czK 640 699 697 750 703 735 757 820
(domestic concept) growth in % -1.4 12.2 8.3 5.6 9.9 5.2 8.5 9.3
Wages and salaries bill. cZK 480 526 530 569 537 565 581 630
growth in % -2.3 13.2 6.7 6.1 11.9 7.3 9.7 10.6
Social security contributions bill. CZK 160 172 168 181 166 171 176 190
growth in % 1.4 9.3 13.8 4.2 4.0 -1.1 4.6 5.1
Gross operating surplus bill. CZK 672 722 732 719 713 825 828 829
growth in % 8.4 16.7 6.6 1.5 6.0 14.3 13.0 15.2

Source: CZSO. Calculations and forecast of the MoF.



3.2 Prices

The consumer price index increased by 17.5% YoY
(vs. 13.0%) in July 2022. The unexpectedly steep rise in
all market components of inflation, mainly food and
non-alcoholic beverages but also fuels, contributed to
the forecast error. In terms of the consumer basket divi-
sions, the main driver of the July annual inflation was
the housing division (6.0 pp contribution), mainly be-
cause the price of electricity increased by 33.6%, natural
gas by 59.8%, heat and hot water by 19.2% and imputed
rent (owner-occupied housing costs) by 19.3%. The food
and non-alcoholic beverages division (3.4 pp), especially
bakery and dairy products, meat and oils and fats, and
the transport division (2.4 pp), where fuel prices rose
rapidly, also contributed significantly. Administrative
measures added 3.3 pp to inflation, of which adminis-
tered prices accounted for 3.2 pp and changes in indirect
taxes for 0.1 pp. The increase in administered prices was
driven mainly by energy prices, but also by higher prices
in healthcare, transportation or food services. The con-
tribution of tax changes was positive due to the January
increase in excise duty on tobacco products; however,
the temporary reduction in excise duty on fuel effective
from June 2022 slightly reduced annual inflation.

The deviation between actual and forecasted inflation is
one of the reasons for the increase in the forecast for the
average inflation rate not only this year but also next
year. Heightened and persistent uncertainty about gas
supplies from Russia has further increased energy prices
in this year and the next. The slump in Ukrainian food
commodity exports, combined with high energy prices,
has led to a larger-than-expected increase in food prices.
Initially predominantly supply-side inflationary pressures
have fully permeated all areas of the economy, leading
to higher inflation expectations.

Monetary restriction implemented through interest rate
hikes will have a real effect with at least a one-year lag. It
should therefore take full effect during the next year.
Since March 2022, the CNB has also been active on the
foreign exchange market, intervening to dampen exces-
sive exchange rate fluctuations and depreciation pres-
sures on the koruna, which would otherwise be infla-
tionary.

The expected anti-inflationary fiscal restriction is severe-
ly constrained by the support of a wide range of house-
holds and firms, as well as the costs of coping with the
immigration wave and securing energy resources. Some
of the measures are highly inflationary, such as extraor-
dinary automatic pension indexations (see Chapter 1.3).

Some uncertainty in the forecast is caused by the ap-
proved framework of support with energy prices (energy
tariff, renewable energy fee waiver and others), which is
to be effective from October 2022. However, the lack of
precise parameters (mechanism and specific amount of
support per household) as well as methodological

treatment within consumer price statistics complicates
the analysis. In line with the planned support horizon,
the primary impact on consumer energy prices should
last 12 months. Thus, they should increase again in Oc-
tober 2023. Based on our calculations, the support
framework aiming for direct price decreases for house-
holds should reduce the contribution of administrative
measures to the average inflation rate by 0.3 pp in 2022
and by 0.6 pp in 2023.

Inflation will increase significantly in 2022 compared to
the previous year. Administrative measures are likely to
contribute to the average inflation rate by 3.1 pp (un-
changed). Within this framework, administered prices,
especially energy prices, remain the dominant factor.
Electricity and gas prices have been rising since the be-
ginning of the year and are expected to continue to do
so for the rest of the year. The large increase in energy
futures prices for both the H2 2022 and especially for
2023 will be reflected in consumer prices gradually and
with a delay. According to our estimates, without the
energy prices support package, consumer electricity
prices this year would increase by 40% (vs. 41%) com-
pared to last year and gas prices by 62% (vs. 57%). With
the inclusion of the support package, we expect the in-
crease in electricity prices to be 12 pp lower.

The slightly positive contribution of the change in indi-
rect taxes reflects a further increase in excise duty on
tobacco products. From June to September 2022, excise
duty on petrol and diesel was reduced by CZK 1.5 per
litre, @ measure that had a small impact in the direction
of lower inflation.

Inflation this year is predominantly determined by mar-
ket factors. On the supply side, they reflect high prices of
energy, food, oil and some materials (lithium, zinc, tita-
nium) resulting from supply frictions and considerable
global uncertainty. Costs for firms are rising, largely due
to high import prices for energy and industrial inputs,
but rapidly rising unit labour costs are also playing a role,
with significantly higher inflation expectations already
being priced in.

The expected anti-inflationary appreciation of the koru-
na against the euro is occurring to a lesser extent. Con-
versely, the sharp depreciation of the currency against
the dollar presents an additional inflationary factor
through an increase in import prices, especially of oil
and electronics.

The effect of the economy’s position in the business cy-
cle on inflation should be slightly anti-inflationary from
the second half of the year onwards, mainly due to a re-
duction in household consumption as a result of a signif-
icant decline in real incomes. The tight labour market is
increasing upward pressures on nominal wages and is
thus inflationary.
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Annual inflation should be close to 20% at the end of
the year. We expect the average inflation rate to reach
16.2% (vs. 12.3%) in 2022.

The lower forecast for the average inflation rate in 2022
as measured by the HICP compared with the national CPI
(see Tables 3.2.1 and 3.2.2) is due to the rapid growth in
imputed rents, which are not included in the HICP.

About 77% of imputed rents is made up of the cost of
increasing the owners’ housing stock, which includes the
market price of new apartments and houses, the cost of
individual construction, as well as renovations and re-
building. Prices of new flats in the Czech Republic in-
creased by 24.7% YoY in Q2 2022, with 19.7% in Prague
and 30.6% outside Prague. Realised prices of older flats
rose by 27.3% YoY in Q1 2022, with 19.0% in Prague and
29.7% in the rest of the country. In contrast to apart-
ment prices, rents grew by only 4.6% YoY, but a steeper
rise can be expected in the coming quarters due to the
decreasing affordability of owner-occupied housing (see
Graph 3.2.8) and increased demand from Ukrainian ref-
ugees.

A period of elevated inflation will continue in 2023. Infla-
tionary pressures will be driven mainly by market fac-
tors, but continued energy price increases will also make
a significant contribution.

The contribution of administered prices to the average
inflation rate should be highly positive, mainly due to
energy price increases. In 2023, without the energy pric-
es support package, electricity prices would rise by 32%
on average (24 pp less with the inclusion of the package)
and gas prices by 43%. The gradual pass-through of high
wholesale electricity and gas prices and the current high
forward prices for 2023 should be fully reflected mainly
in the first half of the year, but we expect continued
price increases throughout the rest of the year, largely
due to the fixed prices contracts ending for some con-
sumers. As part of the changes to indirect taxes, we ex-
pect an increase in excise duties on tobacco products.
Overall, the contribution of administrative measures to
the average inflation rate in 2023 should be 1.9 pp

(vs. 1.1 pp).

Problems in the supply of production inputs should per-
sist to some extent for a large part of the year, which
may hamper the decline in input prices. Growth in unit
labour costs should continue, but real wages should fall
further. Given the decline in living standards due to high
inflation, upward pressures on wages can be expected to
increase gradually (see Section 3.3).

The oil price should be anti-inflationary in 2023. Howev-
er, given the sanctions on imports of Russian oil products
and reduced global refinery capacity due to the corona-
virus pandemic, lower oil prices will not necessarily lead
to a more significant decline in gasoline and diesel pric-
es. The effect of the exchange rate of the koruna against
major world currencies should be rather neutral.

Inflation in 2023 should already be partly dampened by
the transmission mechanism of higher monetary policy
rates. The risk to the CNB’s monetary policy is mainly the
threat of inflation expectations becoming unanchored
from the inflation target and a loss of credibility, the im-
plications of which for inflation in the coming years
would be highly inflationary.

In line with the above, we expect the average inflation
rate to reach 8.8% (vs. 4.4%) in 2023. We consider the
risks to the inflation forecast to be skewed to the upside,
mainly due to the threat of a halt in Russian gas imports
to the EU, which would have a significant impact on en-
ergy prices.

GDP deflator increased by 5.9% (vs. 6.2%) in Q1 2022,
amid a 9.5% (vs. 8.1%) increase in the gross domestic
expenditure deflator and a 4.4% (vs. 2.3%) deterioration
in terms of trade. The evolution of the gross domestic
expenditure deflator mainly reflected consumer price
inflation, but also prices of investment products and
growth in the general government consumption deflator.
The weaker terms of trade performance was mainly due
to high import prices of minerals and production inputs.

In 2022, GDP deflator could increase by 8.9% (vs. 6.9%).
The strong growth in dynamics against 2021 will be due
to the acceleration of the gross domestic expenditure
deflator, but the deterioration in terms of trade will work
in the opposite direction. Within domestic demand, the
main factor will be the growth of the household con-
sumption deflator. GDP deflator growth could slow to
7.0% (vs. 4.1%) in 2023, mainly due to lower dynamics of
the household consumption deflator (see Graph 3.2.5).

Export and import prices will be strongly affected in
2022 not only by the increase in the prices of energy and
other production inputs, but also by the depreciation of
the effective exchange rate. As a result, the terms of
trade could deteriorate by 4.0% (vs. 1.9%). In 2023, the
trend should continue, leading to a 0.6% decline (vs.
a 0.1% improvement). This should be mainly due to the
rise in the oil price in koruna terms at the end of 2022
and the increase in the prices of other production inputs.
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Graph 3.2.5: Gross Domestic Product Deflator
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Graph 3.2.7: Offering Prices of Flats
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Graph 3.2.2: Consumer Prices in Main Divisions
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Graph 3.2.4: CZK/EUR and Koruna Price of Oil
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Graph 3.2.8: Prices of Flats Relative to Average Wage
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Table 3.2.1: Prices — yearly

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Forecast Forecast Outlook Outlook
Consumer Price Index
Level average2015=100{ 100.7 103.1 105.3 108.3 111.8 116.1 134.9 146.7 151.2 154.7
Average inflation rate % 0.7 2.5 2.1 2.8 3.2 3.8 16.2 8.8 3.1 2.3
Administrative measures percentage points 0.2 0.1 0.3 0.6 0.5 0.0 3.1 1.9 1.3 0.2
Market increase percentage points 0.5 2.6 1.8 2.2 2.7 3.8 13.1 6.9 1.8 2.1
Harmonized index of consumer prices
Level average2015=100¢{ 100.7 103.1 105.1 107.8 111.4 115.1 132.9 144.6 149.0 152.4
Average inflation rate growth in % 0.6 2.4 2.0 2.6 3.3 33 15.5 8.8 3.1 2.3
Deflators
GDP average2015=100¢{ 101.1 102.5 105.1 109.2 113.9 117.7 128.1 137.1 141.5 144.9
growth in % 11 1.3 2.6 3.9 4.3 33 8.9 7.0 3.2 2.4
Gross domestic expenditure average2015=100¢{ 100.6 102.9 105.8 109.7 113.4 117.3 131.5 141.4 145.6 148.8
growth in % 0.6 2.3 2.8 3.7 3.4 3.4 12.1 7.5 3.0 2.2
Consumption of households average2015=100{ 100.4 102.7 105.3 108.3 1114 114.6 134.0 146.0 150.5 154.0
growth in % 0.4 2.3 2.5 2.8 2.9 2.9 16.9 9.0 3.1 2.3
Consumption of government average2015=100¢{ 101.4 105.0 110.6 116.6 122.6 127.6 133.6 141.0 144.6 147.2
growth in % 1.4 3.5 5.4 5.4 5.2 4.1 4.7 5.6 2.6 1.8
Fixed capital formation average2015=100¢{ 100.5 102.0 103.6 107.7 110.8 115.2 126.7 134.6 138.8 142.0
growth in % 0.5 1.5 1.6 4.0 2.9 3.9 10.0 6.2 3.1 2.4
Exports of goods and services average 2015=100 97.6 96.9 96.3 97.5 99.0 103.0 1124 118.8 1224 125.2
growth in % 2.4 -0.7 -0.6 1.3 1.5 4.1 9.1 5.7 3.0 2.3
Imports of goods and services average 2015=100 96.6 96.9 96.3 97.1 97.0 101.1 1149 122.2 125.6 128.1
growth in % 3.4 0.3 -0.6 0.8 0.0 4.2 13.7 6.3 2.8 2.0
Terms of trade average2015=100¢{ 101.0 100.0 100.0 100.5 102.0 101.9 97.8 97.2 97.4 97.7
growth in % 1.0 -1.0 0.0 0.5 1.5 -0.1 -4.0 -0.6 0.3 0.3

Y The contribution of change in requlated prices and indirect taxes to the average inflation rate.
Source: CZSO, Eurostat. Calculations and forecast of the MoF.



Table 3.2.2: Prices — quarterly

2021 2022

Ql Q2 Q3 Q4 Ql Q2 Q3 Q4
Estimate Forecast Forecast
Consumer Price Index average 2015=100 113.6 114.7 117.0 118.9 126.4 132.8 138.4 141.9
growth in % 2.2 2.9 4.1 6.1 11.2 15.8 18.3 19.3

Of which the contribution of:
Administrative measures ) percentage points 0.0 0.1 0.1 0.2 2.2 3.1 3.6 3.8
Market increase percentage points 2.2 2.8 4.0 6.3 9.0 12.7 14.7 15.6
Harmonized index of consumer average 2015=100 113.1 114.2 115.7 117.2 124.7 131.4 136.3 139.4
prices growth in % 2.2 2.8 3.3 5.0 10.2 15.0 17.8 19.0

Deflators

GDP average 2015=100 115.2 117.5 118.6 119.2 122.0 127.3 130.7 132.2
growth in % 3.4 3.9 4.1 2.0 5.9 8.3 10.2 10.9
Gross domestic expenditure average 2015=100 113.7 116.5 118.4 120.0 124.5 129.9 134.5 136.5
growth in % 1.8 3.6 4.3 3.5 9.5 11.5 13.5 13.8
Consumption of households average 2015=100 112.2 113.9 115.5 116.7 125.9 132.7 137.2 139.7
growth in % 1.0 2.2 3.4 4.6 12.2 16.5 18.9 19.8
Consumption of government average 2015=100 119.9 128.7 127.8 132.7 125.4 130.1 135.8 141.4
growth in % 2.4 8.4 4.8 1.4 4.6 1.1 6.3 6.5
Fixed capital formation average 2015=100 112.3 113.0 116.3 118.4 121.2 125.1 128.6 130.8
growth in % 2.7 2.3 4.5 5.8 8.0 10.7 10.6 10.5
Exports of goods and services average 2015=100 100.4 102.0 104.6 105.3 107.4 113.0 114.7 114.6
growth in % 2.8 1.7 6.3 5.5 6.9 10.8 9.6 8.9
Imports of goods and services average 2015=100 97.3 99.3 102.9 104.8 108.8 114.6 118.0 118.1
growth in % 0.6 1.3 7.0 7.8 11.8 15.5 14.6 12.7
Terms of trade average 2015=100 103.2 102.7 101.6 100.4 98.7 98.6 97.2 97.1
growth in % 2.1 0.4 -0.6 2.1 4.4 -4.0 4.4 -3.4

Y The contribution of change in regulated prices and indirect taxes.
Source: CZSO, Eurostat. Calculations and forecast of the MoF.
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3.3 Labour Market

Following the 2021 Census, new demographic weights
were applied in the LFS statistics starting in Q1 2022. As
a result, the numbers of employed, unemployed and
economically inactive persons have decreased signifi-
cantly year-on-year. Thus, there is a break in the time
series and the data are therefore not comparable. How-
ever, relative indicators (e.g. unemployment rate) were
not affected by this change.

When converted to the same population structure, em-
ployment according to the LFS increased by 2.4% YoY in
Q2 2022 (vs. 1.7%). The number of employees increased
by 2.3% (vs 1.8%) and the total number of entrepreneurs
rose by 3.1% (vs. 1.5%). The number of self-employed
persons was higher by 4.1% YoY. The number of employ-
ers fell by 4.3%, while the number of contributing family
members rose by 22.8% (these indicators are highly vol-
atile, though).

According to the Ministry of Labour and Social Affairs’
data on job vacancies, a shortage of employees was evi-
dent in most sectors and regions even in the middle of
this year. In June, more vacancies than registered unem-
ployed were reported in 43 districts and 9 regions, re-
spectively. However, far from all vacancies registered by
the labour offices can be considered active. Of the job
vacancies offered on the websites of labour offices,
around 41% were active at the forecast cut-off date (job
offers with last changed after 1 February 2022 and start
date on or after 1 May 2022). According to the experi-
mental statistics of the CZSO, the number of vacancies in
Q1 2022 increased by 18.8% YoY to almost 94,000, which
was only 26% of the total number of vacancies according
to the statistics of the MoLSA. According to the CZSQO’s
business cycle survey, the lack of employees remains the
main barrier to the growth of production in the con-
struction sector and is not negligible in other sectors as
well.

Demand for foreign workers remains very strong. Ac-
cording to data from the MoLSA, the number of such
workers increased by 86,000 year-on-year to 768,000 in
June. Workers from Slovakia and Ukraine have long been
predominant, with the increase in the number of Ukrain-
ian workers accelerating significantly.

For methodological reasons, the arrival of refugees from
Ukraine will be captured in the number of economically
active persons (either employed or unemployed) within
the LFS only marginally. This is due to the fact that the
survey is conducted only in dwellings and, in addition,
a high non-response rate can be expected. Thus, the LFS
employment indicator is likely to be significantly under-
estimated compared to reality.

Employment should still increase slightly quarter-on-
quarter this year, but for the whole of 2022 it should fall
by 0.7% (vs. growth of 1.2%) due to the application of

the new demographic weights (see above). In 2023, em-
ployment could rise by 0.2% (unchanged).

The unemployment rate (LFS) averaged 2.4% in the first
half of 2021 (vs. 2.5%). The high number of job vacancies
and employed foreigners limit the scope for a possible
significant increase in unemployment. The unemploy-
ment rate could average 2.5% (unchanged) in 2022, and
we forecast a slight increase to 2.6% (unchanged) next
year. In addition to the lagged effects of the recession in
the second half of this year, the arrival of refugees from
Ukraine could also have a marginal impact on unem-
ployment.

The share of unemployed persons (MoLSA) in the la-
bour office registers has been slightly decreasing year-
on-year since the middle of last year. In 2022, it could fall
to 3.4% (vs. 3.3%) on average and rise slightly to 3.5%
(vs. 3.3%) next year as economic growth slows down.
Here too, the change in the population after the 2021
Census is partly visible (the share of unemployed per-
sons has statistically increased due to the lower denomi-
nator). The still unclear legislative capture of new
jobseekers from Ukraine may also have a difficult-to-
predict effect on the number of unemployed in this
methodology.

The participation rate (20-64 years), which rose to 82.8%
(vs. 82.2%) in Q1 2022, could reach 82.9% (vs. 81.4%) on
average for the whole of 2022. It could then fall to 81.4%
(vs. 81.2%) next year. Over the forecast horizon, the in-
crease in the statutory retirement age and demographic
aspects in the form of a growing share of age groups
with a naturally high economic activity rate (especially
45-54 years) will play a dominant role. An influx of refu-
gees from Ukraine, whose labour market participation
rate could, at least initially, lag behind the current level
of participation, could have a negative impact.

The volume of wages and salaries increased by 11.9%
(vs. 6.4%) in Q1 2022, mainly driven by a more than one-
quarter increase in earnings in trade, transportation, ac-
commodation and food services (with a contribution of
4.7 pp), which is likely to have reflected more moderate
restrictive measures (in the year-on-year comparison).
Public administration, defence, education, health and
social care recorded the lowest growth (4.8%). In the
most macroeconomically important sector — manufac-
turing — wages and salaries increased by 8.4%, with 0.8%
increase in the number of employees.

We estimate that wages and salaries grew by 7.3% (vs.
3.6%) in Q2 2022. The dynamism was likely supported by
persistent labour market frictions, but the high base ef-
fect (particularly in health and social care, high bonuses
were paid in Q2 2021) worked in the opposite direction.
Over the forecast horizon, the arrival of refugees from
Ukraine is an important factor, which should be reflected
through an increase in the number of employees (in the



national accounts methodology), thus supporting the
dynamics of wage and salary volume. In the same direc-
tion, the minimum and guaranteed wage were increased
by 6.6% from January 2022. In the public sector, pay
scales of some employees should be increased from
1 September 2022, while earnings of the members of
security forces should be raised from 1 January 2023.
These adjustments will thus be reflected in the annual
rate especially next year. Increased inflation expecta-
tions, together with renewed staff shortages, are likely
to translate into strong wage increases. Earnings dynam-
ics should thus be driven by the private sector. On the
other hand, the scope for wage increases is very limited
in the case of companies most exposed to rising input
prices (especially energy). In aggregate, wages and sala-
ries could increase by 9.8% (vs. 6.0%) this year, while in
2023 the pace could slow to 7.9% (vs. 6.2%).

The average wage (business statistics, full-time equiva-
lent) increased by 7.2% (vs. 5.4%) in Q1 2022. The persis-
tently high number of job vacancies should support av-
erage wage growth, but the immigration wave should
slightly dampen the overall momentum. In 2021, the av-
erage wage of employees from Ukraine was about
a quarter lower than the overall average, which can be
partly explained by relatively higher employment in low-
er-paid sectors (according to our calculations, the sec-
toral structure explains about a third of the difference).
In the case of new entrants, an even lower average wage
can be expected given the need for adaptation and the
possible mismatch between their qualification and the
position taken. Thus, average wage could increase by
7.4% (vs. 4.6%) in 2022, while next year the growth rate
could slow down to 6.5% (vs. 4.4%).

Box 2: Household Expenditure on Housing and Energy

Expenditure on housing and energy is by far the most significant part of household consumption’ — over 28% in 2021. Almost
55% of expenditure in this section is accounted for by imputed rent, though. Even after its exclusion, however, housing and en-
ergy represent a significant item (13%) of total household consumption expenditure. The sharp price increases in this section,
mainly due to higher electricity and gas prices (see Chapter 3.2 for more details), are likely to lead many households to reduce
spending on other goods and services. Even so, some of them may still face serious financial problems.

The financial situation of individual households and their vulnerability to exceptionally strong increases in energy prices, or hous-
ing costs, will of course vary. Information on the economic situation of different types of households, their incomes, housing
costs, etc. is collected by the CZSO in the Living Conditions survey. The latest available data presented in this box come from the
survey® conducted in H1 2021, which mapped the situation of households at that time and their income in 2020.

Graph 1: Monthly Housing Costs Graph 2: Monthly Housing Costs
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In 2021, the average household paid CZK 6,176 per month for housing®, which represented 14.4% of its net money income.
Within these expenditures, the most significant items were electricity (27.3%) and rent (26.0%). Meanwhile, across the income
distribution bands (according to the decile distribution of net money income per person), average monthly housing costs ranged
from CZK 5,435 (third 10%) to CZK 7,178 (top 10%). However, these figures mask considerable variability'® in expenditures with-
in individual income bands (see Graph 1). At the same time, one should take into account that the average number of household
members decreases with income, and economies of scale are also apparent (marginal costs associated with additional house-

7 Household final consumption expenditure, national concept, current prices, national accounts methodology.

8 CZSO (2022): Household Income and Living Conditions — 2021. Prague, Czech Statistical Office, 20 January 2022 [accessed on 9 August 2022],

<https://www.czso.cz/csu/czso/household-income-and-living-conditions-6yp06pfzwa>.
° Rent (imputed rent not included), electricity, gas, hot water and heat energy, water supply and sanitation, other utilities, solid and liquid fuels.

1 Graphs 1-6 describe the distribution of the variable in each decile band of the income distribution. The middle “box” part of the diagram is
bounded by the 1st quartile at the bottom and the 3rd quartile at the top, with the median line between them. The ends of the vertical black lines,
called whiskers, then correspond to the 1st and 9th deciles. Graph 1 shows, for example, that one tenth of households in the bottom 10% of the
income distribution (column L10%) have monthly housing costs exceeding CZK 12,000 (9th decile), but half of the poorest households pay less than

CZK 6,000 for housing per month (median).
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hold members are decreasing). Thus, per capita housing costs clearly increase with income (see Graph 2). However, in relation to
the level of net money income of the household, the relationship is reversed, with relative housing costs falling as income rises
(see Graph 3).

Graph 3: Monthly Housing Costs Graph 4: Monthly Energy Costs
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The situation is similar for energy expenditure! (see Graphs 4-6). The average monthly household energy cost in 2021 was
CZK 3,474, equivalent to 8.1% of net money income. The average energy costs did not differ much across income decile bands
(the difference from the overall average was less than CZK 240), although even in this case the costs of individual households
show a relatively high variability.

Graph 5: Monthly Energy Costs Graph 6: Monthly Energy Costs
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In 2021, housing expenditures of 579 thousand households (12.9% of the total 4.496 million households) exceeded one third of
their net money income. In almost 42% of cases, these were households of pensioners?, and less than a third were employee
households. The share of households with high relative housing costs declines with income (see Graph 7). While in the bottom
tenth of the income distribution it was 38%, in the top fifth it was only around 5%. Unemployed households were also signifi-
cantly represented among the poorest households (classified under Other in the graphs).

From a regional perspective (see Graph 8), the share of households with high relative housing costs was lowest in the Zlin (7.2%)
and Vysocina (7.5%) regions, and highest in the structurally affected regions —i.e. in the Karlovy Vary (14.6%), Moravian-Silesian
(16.4%) and Usti nad Labem (16.6%) regions — and in Prague (22.9%), which can be explained by higher share of rental housing.

Energy costs exceeded 20% of net money income for 458 thousand households, i.e. 10.2% of all households. Half of them were
pensioner households, while 24% were employee households. Similarly to housing costs, relative energy expenditures decrease
with household income (see Graph 9).

The lowest share of households with high energy costs (see Graph 10) was recorded in the Plzen (6.0%) and Zlin (7.6%) regions,
while the highest share was recorded in Prague and the Moravian-Silesian region (both 12.3%). Especially in Prague, non-energy-

related expenditure constitutes a significant part of the housing costs.

" Housing costs excluding rent, water supply, sanitation and other utilities.
12 This is determined by the status of the head of household.




Graph 7: Households with High Relative Housing Costs Graph 8: Households with High Relative Housing Costs
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Graph 9: Households with High Relative Energy Costs Graph 10: Households with High Relative Energy Costs
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Households where (economically inactive) children live with only one parent are a specific group, very vulnerable to higher en-
ergy prices and housing costs. These households numbered almost 194 thousand in 2021, i.e. 4.3% of the total number of
households. For 33% of them, housing expenses exceeded one third of their net money income, while 22% of lone parent
households spent more than one fifth of their income on energy. Compared to the figures for all households (see above), these
are both significantly higher. This is mainly due to the low level of income of lone parent households, with nearly 40% of them
falling into the lowest tenth of the income distribution and 70% having incomes below the 3rd decile of the income distribution.

The strained financial situation of households whose housing costs exceed one-third of their net money income is also illustrated
by the survey questions relating to the subjective perception of their own economic situation (the corresponding proportions for
households whose housing costs do not exceed one-third of their net money income are given in parentheses below). Almost
38% (11%) of these households considered housing costs to be a heavy burden, while 6% (15%) of households did not consider
them to be a burden at all. AlImost 70% (34%) of households stated they found it difficult to make ends meet?3, while 30% (66%)
said they were easily* able to make ends meet.

Thus, households with low to medium incomes or pensioner households are most at risk from rising housing/energy costs. How-
ever, pension increases should significantly help pensioner households with rising energy prices. Pensions have already been
raised twice this year, from January and then in June. The next extraordinary indexation due to high inflation will take place from
September. From 1 January 2023, the pensions will be increased again (regular indexation), but an extraordinary indexation is
also likely. Pensions will also be increased by CZK 500 per month for each child raised (so-called “vychovné”).

At the same time, however, it should be borne in mind that the above data from the Living Conditions survey refer to the first
half of the previous year, so the share of households with high energy or housing costs is likely to increase significantly. Howev-
er, the impact of the sharp rise in energy prices on households will not be fully captured until the 2023 income and living condi-
tions survey.

3 Answers with great difficulty, with difficulty and with some difficulty.
14 Answers fairly easily, easily, and very easily.
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Graph 3.3.1: Employees in Different Statistics
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Graph 3.3.5: Compens. per Employee and Productivity
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Graph 3.3.7: Nominal Wage Bill
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Graph 3.3.2: Number of Foreign Employees in the CR
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Graph 3.3.4: Social Security Contributions and Earnings

YoY growth rate in%
20

Social security contrib.

e \Nage bill
15 8

10

-5

-10
1/18 1/19 1/20 1/21 1/22 1/23

Source: CZSO, MoF. Calculations and forecast of the MoF.

Graph 3.3.6: Nominal Monthly Wages
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Graph 3.3.8: Gross Savings Rate of Households
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Table 3.3.1: Labour Market — yearly

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Forecast Forecast Outlook Outlook

Labour Force Survey

Employment av.in thous.persons{ 5139 5222 5294 5303 5235 5213] 5176 5186 5192 5198
growth in % 1.9 1.6 1.4 0.2 -1.3 -0.4 -0.7 0.2 0.1 0.1
Employees av.in thous.persons{ 4257 4327 4396 4412 4351 4383] 4355 4365 4370 4375
growth in % 2.1 1.7 1.6 0.4 -1.4 0.7 -0.6 0.2 0.1 0.1
Entrepreneurs and av. in thous.persons 882 894 897 891 884 831 821 821 822 823
self-employed growth in % 1.0 1.4 0.4 -0.8 -0.7 -6.0 -1.2 0.0 0.1 0.1
Unemployment av. in thous.persons 211 156 122 109 137 150 134 139 139 134
Unemployment rate averagein % 4.0 2.9 2.2 2.0 2.6 2.8 2.5 2.6 2.6 2.5
Long-term unemployment 1 av. in thous.persons 89 54 37 33 30 41
Labour force av.in thous.persons{ 5350 5377 5415 5412 5372 5364| 5310 5325 5331 5332
growth in % 0.8 0.5 0.7 -0.1 -0.7 -0.2 -1.0 0.3 0.1 0.0
Population aged 20-64 av.in thous.persons; 6496 6445 6407 6376 6345 6266 6170 6292 6275 6267
growth in % -0.9 -0.8 -0.6 -0.5 -0.5 -1.2 -1.5 2.0 -0.3 -0.1
Employment/Pop. 20-64 average in % 79.1 81.0 82.6 83.2 82.5 83.2 83.9 82.4 82.7 82.9
Employment rate 20-64 2 average in % 76.9 78.7 80.0 80.4 79.8 80.6 81.0 79.7 80.0 80.1
Labour force/Pop. 20-64 average in % 82.4 83.4 84.5 84.9 84.7 85.6 86.1 84.6 85.0 85.1
Participation rate 20-64 * average in % 79.9 80.9 81.7 82.0 81.8 82.3 82.9 81.4 81.8 81.8
Participation rate 15-64 3 averagein % 75.0 75.9 76.6 76.7 76.4 76.6 77.1 75.2 75.1 74.9
Registered unemployment
Unemployment av. in thous.persons 406 318 242 212 259 280 244 248 234 227
Share of unemployed *) averagein % 5.6 4.3 3.2 2.8 3.5 3.8 3.4 3.5 3.3 3.2

Wages and salaries

Average monthly wage *

Nominal CZK monthly} 27 764 29638 32051 34578 36176 37903 40706 43337 45896 47732
growth in % 4.4 6.7 8.1 7.9 4.6 4.8 7.4 6.5 5.9 4.0
Real CzK2015; 27571 28747 30438 31928 32358 32647 30181 29533 30347 30859
growth in % 3.7 4.3 5.9 4.9 1.3 0.9 -7.6 2.1 2.8 1.7

Median monthly wage CZK monthly} 23692 25398 27561 29439 31049 32481
growth in % 5.7 7.2 8.5 6.8 5.5 4.6 . . . .
Wage bill growth in % 5.7 9.2 9.6 7.8 0.1 5.8 9.8 7.9 5.7 4.2
Labour productivity growth in % 0.9 3.6 1.9 2.8 -3.9 3.2 0.6 0.7 2.8 2.3
Unit labour costs ® growth in % 3.0 3.5 6.1 4.3 7.3 1.8 5.3 5.8 2.8 1.8
Compens. of employees/ GDP % 41.7 42.8 44.3 44.6 46.0 45.6 44.3 44.2 43.9 43.6

Note: Following the 2021 Census, new demographic weights have been applied in the LFS since Q1 2022. This results in a break in time series.
Y persons in unemployment for longer than 12 months.

2 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.

Ratio of nominal compensation per employee to real productivity of labour.

Source: CZSO, MoLSA. Calculations and forecast of the MoF.

6)
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Table 3.3.2: Labour Market — quarterly

2021 2022
Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast
Labour Force Survey

Employment av. in thous. persons 5166 5171 5257 5259 5141 5160 5202 5202
YoY growth in % 2.1 0.8 0.5 0.8 0.5 0.2 -1.1 -1.1
QoQ growth in % -0.6 0.2 1.1 0.1 -1.5 0.3 0.0 0.0
Employees av. in thous. persons 4333 4352 4422 4423 4330 4336 4377 4377
growth in % -1.3 0.5 1.7 2.0 -0.1 -0.4 -1.0 -1.0
Entrepreneurs and av. in thous. persons 833 819 836 836 811 824 825 825
self-employed growth in % -6.2 -7.2 5.7 5.0 -2.6 0.6 -1.3 -1.4
Unemployment av. in thous.persons 179 159 146 118 130 126 143 135
Unemployment rate averagein % 3.4 3.0 2.7 2.2 2.5 2.4 2.7 2.5

Long-term unemployment 1 av. in thous.persons 40 45 42 38 37
Labour force av. in thous. persons 5345 5330 5403 5378 5271 5286 5345 5337
growth in % -0.7 -0.2 0.3 0.0 -1.4 -0.8 -1.1 -0.8
Population aged 20-64 av. in thous. persons 6321 6310 6281 6151 6153 6153 6148 6224
growth in % -0.5 -0.7 -0.8 -2.9 -2.7 -2.5 -2.1 1.2
Employment/Pop. 20-64 averagein % 81.7 81.9 83.7 85.5 83.6 83.9 84.6 83.6
increase over a year -1.3 0.0 1.1 3.1 1.8 1.9 0.9 -1.9
Employment rate 20-64 2 averagein % 79.2 79.4 80.9 82.7 80.8 80.8 81.4 80.8
increase over a year -1.1 0.0 0.9 3.0 1.6 1.5 0.5 -1.9
Labour force/Pop. 20-64 averagein % 84.6 84.5 86.0 87.4 85.7 85.9 86.9 85.7
increase over a year 0.1 0.5 1.0 2.5 1.1 1.4 0.9 -1.7
Participation rate 20-64 3 averagein % 81.8 81.7 82.7 82.8 82.8 82.8 83.6 82.4
increase over a year 0.1 0.4 0.7 0.7 1.0 1.1 0.9 0.4
Participation rate 15-64 3 averagein % 76.2 76.0 77.1 77.1 77.0 77.1 77.7 76.5
increase over a year 0.1 0.1 0.5 0.4 0.7 1.1 0.6 0.6

Registered unemployment
Unemployment av. in thous. persons 307 291 269 252 262 240 238 236
Share of unemployed average in % 4.2 4.0 3.7 3.4 3.5 3.3 3.3 3.3
Woages and salaries
Average monthly wage *

Nominal CZK monthly 35396 38390 37563 40224 37929 40470 40439 43986
growth in % 1.8 10.1 4.4 2.9 7.2 5.4 7.7 9.4
Real CZK 2015 31158 33470 32105 33830 30007 30474 29218 31001
growth in % -0.3 7.0 0.3 -3.1 -3.7 -8.9 -9.0 -8.4

Median monthly wage CZK monthly 29949 32505 33035 34436 31923

growth in % 0.8 10.0 4.2 3.6 6.6
Wage bill growth in % -2.3 13.2 6.7 6.1 11.9 7.3 9.7 10.6

Note: Following the 2021 Census, new demographic weights have been applied in the LFS since Q1 2022.

) Persons in unemployment for longer than 12 months.

2 The indicator does not include employment over 64 years.

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.

Source: CZS0, MoLSA. Calculations and forecast of the MoF.

3)

This results in a break in time series.



Table 3.3.3: Income and Expenditures of Households — yearly

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Forecast Forecast
Currentincome
Compensation of employees billczki 1825 1923 2038 2223 2430 2599 2650 2799 3013 3254
growth in % 4.2 5.4 6.0 9.1 9.3 7.0 1.9 5.6 7.6 8.0
Gross operating surplus bill.CzZK 674 691 703 740 801 845 833 855 942 1016
and mixed income growth in % 3.0 2.4 1.7 5.2 8.3 5.5 -1.4 2.6 10.2 7.8
Property income received bill.CzZK 133 127 133 162 162 163 129 171 171 177
growth in % 0.0 4.3 4.1 21.9 0.2 0.5 -20.9 325 0.3 3.3
Social benefits not-in-kind bill.czK 596 613 630 650 685 738 885 924 1023 1113
growth in % 2.2 2.8 2.8 3.2 5.4 7.7 19.9 4.4 10.7 8.8
Other current transfers received bill.cZK 160 181 217 244 281 338 363 472 551 581
growth in % 9.2 13.3 194 12.8 15.1 20.4 7.3 29.8 16.9 5.3
Current expenditure

Property income paid bill.CZK 16 14 14 13 19 28 27 26 29 30
growthin %} -24.3  -10.7 0.2 -7.4 43.2 44.8 2.7 2.3 8.8 2.9
Curr. taxes on income and property bill.CZK 197 205 227 264 309 316 342 260 274 297
growth in % 6.5 3.9 10.8 16.3 16.9 2.3 8.3 -23.9 5.3 8.4
Social contributions bill.cZK 696 732 775 836 911 976 1028 1129 1201 1291
growth in % 3.8 53 5.8 7.9 9.0 7.1 5.3 9.9 6.4 7.5
Other current transfers paid bill.cZK 150 169 207 238 278 335 358 468 546 574
growth in % 7.3 12.5 22.4 15.3 16.5 20.6 6.7 30.8 16.6 5.2
Gross disposable income billczkt 2328 2414 2497 2666 2842 3029 3106 3337 3651 3949
growth in % 3.4 3.7 3.4 6.8 6.6 6.6 2.5 7.4 9.4 8.2
Final consumption billczki 2072 2152 2241 2383 2524 2663 2536 2715 3191 3493
growth in % 2.2 3.9 4.1 6.4 5.9 5.5 -4.8 7.0 17.5 9.5
Change in share in pension funds bill.CZK 35 33 31 32 33 37 38 38 28 31
Gross savings bill.CZK 292 295 286 315 350 404 607 660 488 487

Capital transfers
(income (-) / expenditure (+)) bill.CZK -32 -12 -14 -11 -12 -13 -41 -35 -34 -28
Gross capital formation bill.CZK 214 220 237 216 261 297 300 316 342 356
growth in % 5.2 2.9 7.9 9.2 21.2 13.7 0.9 5.4 8.3 4.3
Change in financial assets and liab. bill.cCZK 108 85 61 110 101 116 348 380 182 160
Real disposable income growth in % 2.6 3.7 3.0 4.4 4.0 3.7 -0.4 4.5 6.4 -0.8
Gross savings rate % 12.4 12.1 11.3 11.7 12.2 13.2 19.3 19.5 13.3 12.2

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

The current account of the balance of payments reached
a deficit of 2.0% of GDP (vs. 1.8% of GDP) in Q1 2022.
The year-on-year deterioration of the balance by 3.9% of
GDP was entirely due to a significant decline in the bal-
ance of goods.

Export markets growth reached 4.4% YoY (vs. 3.0%) in
Q1 2022. The higher-than-expected growth was driven
by stronger GDP growth (by 0.5pp) of the CR’s main trad-
ing partners and alower decline in import intensity
(strong QoQ growth in imports to the UK). Thus, given
the better-than-estimated development of economic ac-
tivity abroad in H1 2022, we expect export markets to
grow by 3.4% (vs. 2.9%) this year. Their dynamics could
slow to 2.2% (vs. 3.8%) in 2023 due to the projected
slowdown in economic growth of trading partners.

Export performance fell by 6.9% (vs. 7.6%) in Q1 2022,
and thus remains in significant negative territory. Persis-
tent constraints on production in the manufacturing
(mainly automotive) sector, caused by shortages of some
components, contributed to it. For this year, we expect
performance to decline by 3.8% (vs. 2.2%). The deterio-
ration in the forecast reflects a decline in industrial pro-
duction and lower export order volumes as a result of
sharply rising raw material and energy prices. In 2023,
export performance could rise by 1.1% (vs. 1.0%) as price
pressures and supply chain difficulties subside.

The balance of goods (balance of payments methodolo-
gy) deteriorated by 5.5% of GDP YoY to -0.2% of GDP (vs.
0.0% of GDP) in Q1 2022%, ending in deficit for the first
time since late 2008. The deterioration in the balance
reflects not only strong import dynamics driven by high
prices of energy commodities and raw materials, but al-
so a year-on-year decline in exports in the machinery
and transport equipment group, which accounts for
more than half of total merchandise exports. Within this
group, exports of motor vehicles fell by almost a tenth
due to production cutbacks in the automotive industry.

Mineral fuel prices continue to be an important factor
influencing the terms of trade. The deficit on the fuel
side of the balance was 2.8% of GDP (vs. 2.7% of GDP) in
Q1 2022. Given the projected oil price (see Chapter 1.2)
and the evolution of prices of other energy commodities
(natural gas), we expect the deficit to widen to 3.4% of
GDP (vs. 3.3% of GDP) this year. In 2023, the deficit could
narrow to 2.8% of GDP (vs. 2.6% of GDP).

We expect the balance of goods to end this year with
a deficit of 2.6% of GDP (vs. a surplus of 0.1% of GDP).
The deterioration in the forecast reflects a significant de-
cline in the terms of trade due to high energy and other
input prices. Stronger investment activity, which is char-
acterised by high import intensity, will also have

5 All quarterly data relative to GDP are reported in annual moving to-
tals.

a negative impact on the overall balance. For 2023, we
project a narrowing of the deficit to 2.2% of GDP (vs.
a surplus of 0.2% of GDP), due to weaker investment ac-
tivity and stagnating household consumption. The year-
on-year improvement in the trade balance will also be
supported by exports of previously accumulated invento-
ries. On the other hand, the overall balance will be nega-
tively affected by persisting negative terms of trade (ko-
runa oil price, base effect of H2 2022).

The balance of services showed a surplus of 1.8% of GDP
(vs. 1.9% of GDP) in Q1 2022. The 0.2% of GDP year-on-
year increase in the surplus was driven by higher reve-
nues from telecommunication services and an improve-
ment in the repair work balance. This was partially offset
by higher costs in the transport sector. This year and
next, the services surplus is expected to be 1.6% of GDP
(vs. 1.7% and 1.8% of GDP, respectively), which in rela-
tive terms would be a slight deterioration compared to
previous years. The deterioration in the forecast is based
on rising costs in the transport sector due to higher fuel
prices, and weaker economic activity in the euro area
(see Chapter 1.1).

The primary income deficit narrowed by 0.2% of GDP
quarter-on-quarter to 3.1% of GDP (vs. 3.2% of GDP) in
Q1 2022 due to lower outflows of income from direct
investment (in the form of dividends). Given rising cor-
porate energy costs, higher input prices and a decline in
manufacturing activity, we estimate that the primary in-
come deficit will reach 3.2% of GDP (vs. 3.5% of GDP)
this year. The decline in firms’ profitability will be partly
offset by a deterioration in the balance of compensation
of employees due to the labour market participation of
refugees from Ukraine, as immigrants will initially be
classified as non-residents. For 2023, we forecast the
deficit to remain at 3.2% of GDP (vs. 3.6% of GDP). The
widening of the deficit will be limited by a slowdown in
the growth of profitability of foreign-owned firms in the
context of lower economic dynamics.

Against this background, we expect the current account
of the balance of payments to be in significant deficit
over the forecast horizon. This year, the deficit could
reach 4.6% of GDP (vs. 2.2% of GDP), which would be
the largest deficit relative to GDP since 2003 and the
highest deficit ever in absolute terms. In 2023, the deficit
could fall to 4.0% of GDP (vs. 1.9% of GDP).

The current external balance (national accounts meth-
odology) reached a deficit of 3.8% of GDP in Q1 2022
(see Graph 3.4.8). While household savings exceeded
their investment by 4.4% of GDP, the relationship be-
tween savings and investment was reversed in the gen-
eral government sector, with gross capital formation ex-
ceeding gross savings by 4.8% of GDP. The excess of
investment over savings (by 4.6% of GDP) was also rec-
orded for non-financial corporations.
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Graph 3.4.7: Current Account
four-quarter moving totals, in % of GDP, BoP methodology
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Graph 3.4.2: Real Exports of Goods
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Graph 3.4.4: Balance of Trade
four-quarter moving totals, in % of GDP, change of ownership concept
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Graph 3.4.8: Current External Balance
four-quarter moving totals, in % of GDP, national accounts
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Table 3.4.1: Decomposition of Exports of Goods (National Accounts Methodology) — yearly

seasonally adjusted

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Forecast Forecast

Gpp?Y averageof 2010=100i 106.8 109.2 111.5 114.8 117.3 119.5 113.6 1184 121 123
growth in % 2.2 2.2 2.1 3.0 2.2 1.9 -4.9 4.2 2.5 1.2

Import intensityz’ averageof 2010=100: 106.8 110.3 112.8 115.7 118.4 118.6 117.6 124.1 125 127
growth in % 2.8 3.3 2.3 2.6 2.3 0.2 -0.8 5.5 1.0 1.1

Export markets® averageof 2010=100; 114.0 120.4 125.7 1329 138.8 141.7 133.6 146.9 152 155
growth in % 5.0 5.6 4.4 5.7 4.5 2.1 -5.7 10.0 3.4 2.2

Export performance averageof 2010=100; 111.0 110.8 110.5 112.6 111.5 110.6 109.8 106.6 103 104
growth in % 4.1 -0.2 -0.3 1.9 -0.9 -0.9 -0.7 -3.0 -3.8 1.1

Real exports averageof 2010=100i 126.6 133.4 138.9 149.6 154.8 156.7 146.7 156.5 156 161
growth in % 9.3 5.4 4.1 7.6 3.5 1.2 -6.4 6.7 -0.5 3.4

1/ NEER averageof 2010=100: 108.4 109.1 106.8 103.9 100.2 100.5 102.4 99.0 95 95
growth in % 5.4 0.6 2.1 -2.8 -3.6 0.3 1.9 -3.3 -3.6 -0.7

Prices on foreign markets average of 2010=100; 101.0 98.9 98.2 100.3 103.2 103.9 103.1 111.6 128 137
growth in % -1.6 -2.0 -0.7 2.1 2.9 0.7 -0.8 8.3 14.4 7.1

Exports deflator averageof 2010=100; 109.5 108.0 104.9 104.1 103.4 1044 105.5 1105 122 130
growth in % 3.7 -1.4 -2.8 -0.8 -0.7 1.0 1.1 4.7 10.4 6.4

Nominal exports averageof 2010=100; 138.6 144.0 145.8 155.7 160.0 163.5 154.7 1729 190 209
growth in % 13.4 3.9 1.2 6.8 2.8 2.2 -5.4 11.8 9.9 10.1

Y Weighted average of GDP of eight most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland, France, Italy and Hungary.
2 Index of ratio of real imports of goods to real GDP.
3 Weighted average of imports of goods of main partners.

Source: CNB, CZS0, Eurostat. Calculations and forecast of the MoF.

Table 3.4.2: Decomposition of Exports of Goods (National Accounts Methodology) — quarterly

seasonally adjusted

2021 2022
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast
GppY average of 2010=100 115.4 118.1 119.8 120.3 121.4 122 121 121
growth in % -1.5 12.6 3.2 3.4 5.1 2.9 1.2 0.8
Import intensityz’ average of 2010=100 125.5 123.9 122.8 124.1 124.6 125 126 126
growth in % 9.9 2.5 7.6 2.3 -0.7 0.6 2.3 1.7
Export markets ® average of 2010=100 1449 146.4 147.1 149.3 151.2 152 152 153
growth in % 8.3 15.4 11.0 5.8 4.4 3.5 3.4 2.4
Export performance average of 2010=100 111.3 108.9 103.4 102.8 103.6 102 102 102
growth in % 0.0 18.2 -12.1 -12.1 -6.9 -6.7 -0.9 -0.4
Real exports average of 2010=100 161.2 159.4 152.0 153.5 156.7 154 156 157
growth in % 8.3 36.4 -2.5 -7.0 -2.8 3.4 2.5 2.0
1/ NEER average of 2010=100 100.3 98.8 98.5 98.4 95.5 96 96 95
growth in % 0.1 -5.9 3.4 -4.0 -4.8 -3.2 -3.0 -3.2
Prices on foreign markets average of 2010=100 107.2 111.0 113.5 114.8 121.0 129 130 131
growth in % 3.2 8.5 10.8 10.7 12.9 16.2 14.6 13.9
Exports deflator average of 2010=100 107.5 109.6 111.8 113.0 115.6 123 124 125
growth in % 3.3 2.1 7.1 6.3 7.5 12.4 11.2 10.3
Nominal exports average of 2010=100 173.3 174.8 170.0 173.5 181.1 190 194 195
growth in % 11.9 39.3 4.5 -1.2 4.5 8.5 14.0 12.5

Y Weighted average of GDP of eight most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland, France, Italy and Hungary.
2 Index of ratio of real imports of goods to real GDP.
3 Weighted average of imports of goods of main partners.

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



Table 3.4.3: Balance of Payments — yearly

international investment position and gross external debt — end of period

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Forecast Forecast

Goods and services bill.CZK 276 274 365 384 321 346 384 183 -67 -42

% GDP 6.3 5.9 7.6 7.5 5.9 6.0 6.7 3.0 -1.0 -0.6

Goods bill.czK 220 188 259 259 201 240 280 73 -173 -159

% GDP 5.1 4.1 5.4 5.1 3.7 4.1 4.9 1.2 -2.6 -2.2

Services bill.czk 56 87 107 125 120 106 104 110 106 116

% GDP 1.3 1.9 2.2 2.4 2.2 1.8 1.8 1.8 1.6 1.6

Primary income bill.CZK -261 -255 -253 -255 -260 -292 -242 -204 -216 -235

% GDP -6.0 5.5 5.3 -5.0 -4.8 -5.0 4.2 -3.3 -3.2 -3.2

Secondaryincome bill.cZK -7 1 -27 -50 -37 -34 -28 -31 -26 -18

% GDP -0.2 0.0 -0.6 -1.0 -0.7 -0.6 -0.5 -0.5 -0.4 -0.3

Current account bill.cZK 8 21 85 79 24 19 114 -51 -310 -296

% GDP 0.2 0.4 1.8 1.5 0.4 0.3 2.0 -0.8 -4.6 -4.0

Capital account bill.CZK 32 99 52 45 13 24 67 95 96 120

% GDP 0.7 2.1 1.1 0.9 0.2 0.4 1.2 1.6 1.4 1.6

Net lending/borrowing bill.cZK 40 120 137 124 37 a4 180 44 -213 -175

% GDP 0.9 2.6 2.9 2.4 0.7 0.8 3.2 0.7 3.1 2.4
Financial account bill.CZK 64 173 122 116 61 8 163 11
Directinvestments bill.czK -80 50 -187 -46 51 -137 -149 -5
Portfolio investments bill.CZK 90 -164 -170 -268 30 -105 -136 75
Financial derivatives bill.cCZK -6 -5 11 -14 -15 1 11 -58
Other investments bill.cCZK -13 -59 -97 -802 47 139 389 -297
Reserve assets bill.CZK 73 351 564 1246 50 110 48 296
International investment position bill.czki -1577 -1523 -1304 -1273 -1320 -1147 -929 -952
%GbPi -36.3 -32.9 -27.2 -249 -244 -19.8 -16.3 -15.6
Gross external debt billczki 2947 3119 3499 4370 4413 4384 4321 4471
% GDP 67.8 67.4 72.9 85.5 81.6 75.7 75.7 73.2

Source: CNB, CZSO. Calculations and forecast of the MoF.
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Table 3.4.4: Balance of Payments — quarterly
four-quarter moving totals, international investment position and gross external debt — end of period

2021 2022

Qi Q2 Q3 Q4 Q1 Q2 Q3 Q4

Estimate Forecast Forecast

Goods and services bill.CZK 398 415 306 183 101 31 -9 -67

% GDP 7.0 7.0 5.1 3.0 1.6 0.5 -0.1 -1.0

Goods bill.CZK 307 319 210 73 -10 -82 -120 -173

% GDP 5.4 5.4 3.5 1.2 -0.2 -1.3 -1.8 -2.6

Services bill.CZK 90 95 96 110 112 112 112 106

% GDP 1.6 1.6 1.6 1.8 1.8 1.7 1.7 1.6

Primaryincome bill.CZK -253 -245 -292 -204 -196 -193 -200 -216

% GDP -4.4 -4.1 -4.9 -3.3 -3.1 -3.0 -3.0 3.2

Secondaryincome bill.CZK -35 -30 -28 -31 -31 -30 -28 -26

% GDP -0.6 -0.5 -0.5 -0.5 -0.5 -0.5 -0.4 -0.4

Current account bill.CzK 110 140 -14 -51 -125 -193 -237 -310

% GDP 1.9 2.4 -0.2 -0.8 -2.0 -3.0 -3.6 -4.6

Capital account bill.CZK 46 51 72 95 91 86 91 96

% GDP 0.8 0.9 1.2 1.6 1.5 1.3 1.4 1.4

Net lending/borrowing bill.CZK 157 191 58 a4 -34 -106 -145 -213

% GDP 2.7 3.2 1.0 0.7 -0.5 -1.6 2.2 -3.1
Financial account bill.CZK 142 177 1 11 93
Direct investments bill.CZK -103 -81 95 -4.8 -62.0
Portfolio investments bill.czK -33 58 112 75 137
Financial derivatives bill.czk -14 -33 -40 -58 -65
Otherinvestments bill.cCZK 205 157 -150 -297 -489
Reserve assets bill.czK 86 76 173 296 386
International investment position stock in bill.CZK -733 -849 -956 -952 -1132
% GDP -12.8 -14.4 -15.9 -15.6 -18.1
Gross external debt stock in bill.CZK 4314 4229 4366 4471 4665
% GDP 75.4 71.6 72.5 73.2 74.5

Source: CNB, CZS0. Calculations and forecast of the MoF.



4 Survey of Other Institutions’ Forecasts

On average, the institutions surveyed expect the Czech
economy to grow by 2.1% this year and next. The aver-
age inflation rate is expected to accelerate to 14.0% this
year and slow to 6.8% in 2023. Average wage growth
could be 6.4% this year and 8.2% next year. The current
account of the balance of payments is expected to reach
a deficit of 3.6% of GDP this year, which could fall to 2.8%
of GDP in 2023.

However, when assessing the differences between the
current forecast of the MoF and the average of the fore-
casts of individual institutions, it is necessary to take into
account the date of preparation of individual forecasts
and the information available to their authors.

Despite the ongoing economic impact of the war in
Ukraine and the exceptionally strong growth in the cost
of living, the MoF estimates that the Czech economy will
grow by 2.2% in 2022. While the forecast for 2022 does
not differ much from the average of the institutions sur-
veyed, the MoF expects GDP growth in 2023 to be signif-

Graph 4.1: Forecasts for Real GDP Growth in 2022
in %, the month, in which the survey was made on the horizontal axis
5

MoF

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

Table 4.1: Summary of the Surveyed Forecasts

icantly lower than the average of the institutions sur-
veyed. The inflation rate forecast for both 2022 and 2023
is somewhat higher than the average of the monitored
forecasts. This is mainly due to the extreme acceleration
in price growth in recent months and the consideration
of new information on the possible development of infla-
tionary factors within the Czech economy, including an
increase in administered prices, a significant rise in
commodity prices and prolonged supply-side frictions. In
2023, consumer price inflation could slow, but the aver-
age inflation rate should still be well above the upper
boundary of the tolerance band around the CNB’s target.
Average wage growth should be stronger this year than
the average of the monitored institutions’ forecasts, but
should slow next year (see Chapter 3.3). The forecast of
a significant deficit on the current account of the balance
of payments is based mainly on the current and expected
evolution of the balance of goods, which is affected by
the problems of export-oriented industry and high prices
of imported commaodities.

Graph 4.2: Forecasts for Average Inflation Rate in 2022

in %, the month, in which the survey was made on the horizontal axis
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Source: Forecasts of individual institutions. Calculations of the MoF.

August 2022 August 2022

min. max. average MoF forecast
Gross domestic product (2022) growth in %, const.pr. 1.1 2.5 2.1 2.2
Gross domestic product (2023) growth in %, const.pr. 0.9 4.2 2.1 1.1
Average inflation rate (2022) % 9.0 16.8 14.0 16.2
Average inflation rate (2023) % 2.3 11.2 6.8 8.8
Average monthly wage (2022) growth in % 4.5 8.1 6.4 7.4
Average monthly wage (2023) growth in % 4.0 13.0 8.2 6.5
Current account / GDP (2022) % -5.6 -0.7 -3.6 -4.6
Current account / GDP (2023) % -4.9 -1.2 -2.8 -4.0

Note: The survey is based on publicly available forecasts of 11 institutions, of which 7 institutions are domestic (CNB, Ministry of Labour and Social
Affairs, domestic banks and investment companies) and the remaining are foreign entities (European Commission, OECD, IMF etc.). In the case of GDP,

no difference is being made between working-day adjusted and unadjusted forecasts.
Source: Forecasts of individual institutions. Calculations and forecast of the MoF.
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5 Comparison of Economic Performance of the CR with

Selected Countries

In early 2020, the COVID-19 pandemic broke out, dis-
rupting the normal functioning of economies around the
world, including the Czech Republic, in a significant and
unprecedented way. Governments across continents
have ordered nationwide quarantines restricting the free
movement of people to limit the spread of the virus.
Mass events were cancelled, schools, shops, hotels and
restaurants were closed. Industry almost stopped pro-
duction. This was a global crisis unprecedented in its
scale, origin and impact in the contemporary world. As
a result, the global economy fell by 3.1% YoY in 2020,
and the domestic economy fell by 5.5%.

Prior to the pandemic, the Czech economy grew by an
average of 3.9% annually between 2015 and 2019. The
Czech economy experienced a successful period charac-
terised by high growth, low inflation and, since 2016, the
lowest unemployment rate in the EU. During these
years, all components of GDP grew, especially household
consumption and investment. However, a massive shock
in the form of a pandemic caused a major negative re-

versal in economic development and subsequent recur-
rent waves of the epidemic delayed economic recovery.
The economies in the region coped differently with the
aftermath of the massive shock, which was largely in the
form of a decline in aggregate supply. In 2021, the Czech
Republic’s GDP averaged 97.8% of its 2019 volume, while
Poland and Hungary had already surpassed their pre-
crisis levels. The situation in Germany, Austria and Slo-
vakia was similar to that in the Czech Republic.

However, in February 2022, despite the positive growth
prospects, another unexpected supply shock came in the
form of the Russian invasion of Ukraine, which compli-
cated the prospects for recovery of the Czech economy.

By analysing the expenditure components of GDP, this
chapter aims to show to what extent and how intensely
was the Czech economy affected by the COVID-19 pan-
demic compared to other countries. It also explores the
course and state of recovery of individual national econ-
omies.

5.1 Household Final Consumption Expenditure

Since 2015, the average share of household consump-
tion in GDP in the Czech Republic was around 47%, the
lowest among Central European countries. In Poland,
Slovakia and Hungary, household consumption account-
ed for 58%, 56% and 49% of GDP respectively. Overall,
over the last five years, the Czech Republic, Slovakia,
Hungary and Poland have had higher annual growth rates
in household consumption than Germany and Austria.

During 2019, household consumption in the Czech Re-
public recorded significant year-on-year growth, driven
by rising disposable income and high consumer confi-
dence, as well as record low unemployment. This period
was characterised by an overheating labour market and
dynamic wage growth.

In 2020, household consumption was adversely affected
by the coronavirus pandemic and the associated anti-
epidemic restrictions, which prevented the purchase of
goods and especially services. The pandemic affected
most the spending of European households on accom-
modation and food services, as well as in the transporta-
tion and culture sectors. Consumption patterns of Euro-
pean households changed during the lockdowns, with
households spending most of their income on food and
non-alcoholic beverages, mail and telecommunications,
and housing, water, energy and fuel (Broom, 2021).

Restricted consumption possibilities, pessimistic house-
hold expectations and a decline in real disposable in-
come caused the most significant year-on-year decline in

private consumption among the observed countries in
the Czech Republic and Austria in 2020 (see Graph 5.4),
which is probably related to the more unfavourable
course of the pandemic from autumn 2020 onwards. In
contrast, countries with lower long-term savings rate,
stronger real gross disposable income dynamics and a
relatively higher share of consumption in GDP (Poland,
Hungary and Slovakia) have seen noticeably smaller de-
clines in this aggregate. Thus, household consumption in
these countries returned to pre-crisis levels in Q2 2021,
while household consumption in the Czech Republic,
Austria and Germany was below pre-crisis levels
throughout 2021.

In Q1 2022, there was a quarter-on-quarter decline in
household consumption in the Czech Republic, the EU
and Germany, driven by accelerating inflation, pessimis-
tic consumer sentiment and a deterioration in the over-
all economic situation (first effects of the war in
Ukraine), see Graph 5.2. According to the Harmonised
Index of Consumer Prices, average inflation in the Czech
Republic was around 10% in Q1 2022 (the highest in the
region, see Graph 5.3), leading to a record 3.6% fall in
average real wages.

June inflation according to the HICP reached 16.6% in
the Czech Republic, the fourth highest inflation rate in
the EU (Eurostat, 2022). Consumer confidence in the
Czech Republic is now at its historical low (CZSO, 2022).
The quarter-on-quarter decline in the savings rate in



Q1 2022 may also indicate a worsening financial situa-
tion of Czech households, which have to compensate for
the decline in purchasing power with accumulated sav-
ings. High inflation, the decline in real disposable income
and the resulting record low household confidence have

significantly dampened household purchasing activity. As
a result, GDP growth and the overall post-pandemic re-
covery of the Czech economy have been negatively af-
fected compared to other countries in the region.

5.2 Final Consumption Expenditure of the General Government Sector

In reaction to the downturn in economic activity in 2020,
governments across the EU have responded with coun-
ter-cyclical measures. Government programmes have
thus saved at least 54 million jobs across the EU (IMF,
2020). On the other hand, fiscal stimulus has been a sig-
nificant inflationary factor and has also worsened public
finances. Austria (by 8.6 pp), Poland (6.2 pp), the Czech
Republic (6.1 pp) and Germany (5.8 pp) showed the
highest year-on-year deterioration in the general gov-
ernment balance in 2020.

In 2020-2021, government final consumption expendi-
ture was significantly affected by the course of the epi-
demic and the measures taken to contain it. Neverthe-
less, they were similar in structure and scope, as they
were mainly associated with health sector expenditures,
used, for example, for the purchase of medical supplies,
protective equipment, COVID-19 tests or vaccines, or
the remuneration of health and other public sector per-
sonnel directly exposed to the risk of contagion.

5.3

Investment activity in 2019 was driven by both the pri-
vate sector and government institutions. Private invest-
ment growth was driven by higher capacity utilisation,
rising labour costs and easy monetary conditions. Gov-
ernment sector investment was mainly supported by na-
tionally funded projects.

Investment

The share of gross capital formation in GDP in the Czech
Republic is one of the highest among the surveyed coun-
tries, reaching 27.3% on average since 2015 (of which
26 pp is gross fixed capital formation). Germany (21.2%)
and Poland (19.8%) have long had the lowest share of
gross capital formation in GDP. The largest share of gross
fixed capital formation in the Czech Republic, as in Slo-
vakia, is accounted for by investment in machinery and
equipment and in other buildings and structures. In
Germany, the largest share is accounted for by invest-
ment in dwellings, and machinery and equipment. In
Poland, Hungary and Austria it is investment in other
buildings and structures (mainly infrastructure) and ma-
chinery and equipment (see Graph 5.12).

In 2020, gross capital formation was negatively affected
by the adoption of restrictive measures to curb the
spread of coronavirus, the global recession and a strong
increase in uncertainty. Compared to other countries,
the largest decline in gross capital formation in 2020 was

Thus, government final consumption expenditure under
expansionary fiscal policy and support measures (see
Graph 5.6) has increased significantly in all countries
during 2020-2021 compared to 2019. This is most pro-
nounced in Poland (by 12.6%), Germany (by 10.1%) and
the Czech Republic (by 10%). In addition to the above-
mentioned spending on mitigating the impact of the ep-
idemic, the Czech Republic and Poland also saw signifi-
cant growth in government employment (especially in
health and education) during 2020-2021. In Germany
and Austria, employment also increased in the public
administration and defence sectors. This explains,
among other things, the significant increase in govern-
ment consumption in these countries (see Graph 5.6). In
contrast, Hungary and Slovakia have seen only modest
employment growth in the general government sector
between 2020 and 2021. This, combined with less pro-
nounced spending to combat the epidemic, has led to
relatively weaker growth in government final consump-
tion expenditure (IMF, 2021).

observed in the Czech Republic and Slovakia. This was
related to a fall in private investment, particularly firms’
investment in machinery and equipment and transport
equipment. The decline in private investment in the
Czech Republic and Slovakia could be due, among other
things, to production limitations and shutdowns in the
automotive industry during 2020. Government invest-
ment in the Czech Republic, again primarily supported
by the implementation of nationally funded projects, in-
creased the most among the observed countries com-
pared to 2019. In Q4 2020, gross capital formation in the
Czech Republic fell by 18% YoY due to the negative con-
tribution of inventory change (the effect of inventory
drawdowns offsetting supply shortfalls) and a decline in
private investment (see Graph 5.10).

In 2021, gross capital formation in the Czech Republic
outpaced its pre-crisis level by 8%. This was due to ex-
tremely high inventory accumulation, which was related
to the rising amount of unfinished products in ware-
houses (especially in the case of road vehicles) as well as
to the build-up of inventories for prudential reasons.
Firms were clearly replenishing inventories to avoid
component supply shortages or losses resulting from
high inflation (Graph 5.9). In contrast, private investment
activity in the Czech Republic remained subdued
throughout the year, while it recovered more strongly in
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other countries (especially in Hungary and Slovakia).
Problems in supply chains and the associated fall in ca-
pacity utilisation at the end of 2021 (by 11% compared
with 2019) had a negative impact on private investment
dynamics. Growth in total fixed investment was held
back by lower growth in investment in machinery and
equipment (increased risk and uncertainty), other build-
ings (limited civil engineering projects) and transport
equipment (supply disruptions).

Global problems in supply chains have caused shortages
of production inputs, particularly for the automotive in-
dustry, resulting in production curtailments and shut-
downs during 2021. Another negative factor was rising
prices and increased uncertainty about future develop-
ments. The recovery in gross capital formation was posi-
tively influenced by renewed economic growth, the eas-

5.4 Foreign Trade

In 2019, both domestic and foreign economies showed
the first signs of slowing growth. The dynamics of foreign
trade turnover was significantly lower year-on-year due
to a slowdown in export performance. This was mainly
due to a decline in imports by the Czech Republic’s trad-
ing partners.

In H1 2020, all countries experienced a significant drop
in exports and imports due to the anti-epidemic
measures taken (production shutdowns, general lock-
down of the economies). However, in H2 2020, the de-
velopment of foreign trade was marked by a relatively
rapid recovery of production and supply chains. The sig-
nificant and, by then, historically highest trade surplus
was mainly due to the export side of capital goods (mo-
tor vehicles, electrical equipment), while on the import
side, the mineral fuels deficit fell due to lower mineral
prices.

The Czech Republic’s foreign trade maintained its strong
growth dynamics in both exports and imports in
Q1 2021, despite the persistent restrictive measures and
emerging constraints in supply chains, which affected
the development of foreign trade (especially on the ex-
port side) in H2 2021 in connection with forced produc-
tion shutdowns in the automotive industry. Supply chain
problems peaked in Q3 2021, when motor vehicles pro-
duction fell by 49.1% QoQ (Graph 5.16). Motor vehicle
production in the Czech Republic largely determines the
growth rate of merchandise exports (see Graph 5.20).
This has caused a slump in foreign trade in H2 2021. Mo-
tor vehicle exports have played a crucial role here, with
their share in total exports exceeding 20% over the long
term. Only Slovakia (34%) has a higher share within the
countries under review. By contrast, exports in Poland
and Austria are more diversified, with the share of road
vehicles in exports above 10% (see Graph 5.17).

The slower recovery of foreign trade in the Czech Repub-
lic in international comparison may be due to the struc-

ing of anti-epidemic restrictions, easy monetary condi-
tions and public investment.

In Q1 2022, gross fixed capital formation in the Czech
Republic rebounded markedly, reaching 98.8% of its
2019 value (see Graph 5.8). Investment growth was driv-
en exclusively by the private sector, especially firms’ in-
vestment in housing, other buildings and structures, and
transport equipment. The transformation of some of the
stock previously accumulated for investment purposes
may have contributed to a large extent. When the
change in inventories is included, the comparison of the
Czech Republic’s investment activity with neighbouring
countries is much more positive. The level of gross capi-
tal formation has surpassed the 2019 values by more
than 10%, making it the second highest among the coun-
tries surveyed after Poland.

ture of Czech exports, and hence of industry. Czech in-
dustry is primarily export-oriented, so the deterioration
in industrial conditions has a negative impact on exports
themselves (see Graph 5.19). The automotive sector, as
already mentioned, plays a crucial role. According to the
Automotive Industry Association (2021), up to 90% of
domestically produced cars are exported. In Germany,
which also faced forced production stoppages and there-
fore aslower export recovery, the share of cars in ex-
ports was 76.7% according to VDA (2021).

The strong position of the automotive industry in the
Czech Republic is also reflected in its share of gross value
added, which in 2019 was over 6% in the Czech Republic
and Slovakia, and 5% in Germany, while the EU average
is 2.4% (see Graph 5.15). Countries with a higher share
of the automotive industry, or industry in general, then
showed a slower recovery due to their greater depend-
ence on imported raw materials. The Czech Republic is
extremely vulnerable to external shocks. According to
international input-output tables published by the OECD
(2021), 42.0% of the value added of Czech exports is
generated abroad. Czech Republic together with Slovakia
(48.0%) and Hungary (46.3%) thus belongs among the
countries with high import intensity (see Graph 5.18).

Moreover, due to missing components, work in progress
was piling up in warehouses, increasing inventories (see
Graph 5.9). This, combined with the growth in imports
for intermediate consumption (which was probably re-
lated to the increase in inventories for prudential rea-
sons) and high prices of energy commodities and raw
materials, led to a significant decline in the trade bal-
ance, even compared to other countries, which contrib-
uted significantly to the negative contributions of foreign
trade to GDP formation and a slower post-crisis recovery.

The above suggests that economies more involved in
global supply and demand chains have been character-
ised by slower export recovery. In the case of the Czech



Republic, the openness rate (measured as exports to
GDP) reached 76.0% in 2015—-2021. Only Hungary (83.7%)
and Slovakia (92.0%) achieved higher openness rates. On

5.5 Conclusion

The coronavirus pandemic that hit the world in spring
2020 significantly disrupted the existing economic ties
and relationships of the globalised world. Economies
dealt with this external shock, which was unprecedented
in the globalised world, in different ways. The first wave
of the coronavirus in Europe was characterised by severe
restrictions on economic activity, with production shut-
ting down and financial support promised to compen-
sate for the economic damage caused.

Nevertheless, most EU economies did not avoid a strong
economic downturn in Q1 and especially Q2 2020. The
subsequent recovery in economic performance has oc-
curred with varying degrees of intensity and has largely
depended on the structure of economies, the confidence
of economic entities, other restrictive measures or the
resilience of individual countries to supply shocks.

Hungary and Poland were the fastest to return to 2019
levels (at the beginning of 2021). By contrast, the Czech
Republic, Germany and Austria reached their pre-crisis
levels a year later. Germany, the Czech Republic and Slo-
vakia are heavily industrial and export-oriented, so their
recovery has been negatively affected mainly by supply
chain disruptions.

More extensive austerity measures and high household
caution, which translated into a strong increase in the
savings rate, significantly dampened household con-
sumption in the Czech Republic, Austria and Germany. In
contrast, in Hungary and Poland, household consump-
tion was the main driver of the rapid economic recovery.
Government final consumption expenditure acted as
a stabilising component and strongly supported the sub-
sequent recovery in all economies.

In the case of gross fixed capital formation, the largest
declines were recorded in the Czech Republic, Germany
and Slovakia, due to production shutdowns in the auto-

the other hand, Poland (55.0%) and Austria (54.0%) have
the lowest openness. The EU average is 48.0% of GDP.

motive industry and a sharp reduction in capacity utilisa-
tion. Firms’ investment in fixed assets was virtually stag-
nant in these countries throughout 2021. However, in
addition to the stagnation in private investment, Poland
and Austria were characterised by higher investment ac-
tivity by governments, especially in infrastructure. The
aforementioned dependence of the Czech, German and
Slovak economies on the automotive industry and for-
eign supplies, in addition to the limited investment activ-
ity, has also been reflected in a decline in export perfor-
mance.

The recovery of the Czech economy after the pandemic
was thus negatively affected primarily by the difficult
situation in industry, which was reflected in weak ex-
ports and reduced investment by firms in fixed capital.
Czech households, which are characterised by a high sav-
ings rate and relative prudence, did not help much ei-
ther. This significantly limited the recovery of household
consumption, which is noticeably lagging behind most
countries. The dominant driver of growth was thus in-
ventory accumulation, which was the most pronounced
among the economies under review, both because of
a strong industrial orientation and exposure to risks of
supply shortages of key components, and because of ef-
forts to frontload ahead of the expected rise in the price
level, which is relatively stronger in the Czech Republic.

At present, future prospects are burdened with unprec-
edented uncertainty. The ongoing war in Ukraine, rising
price level, continuing problems in supply chains and
weakening foreign demand threaten the already fragile
recovery of the Czech economy. Both fiscal policy — in
the need of bringing about consolidation of public budg-
ets while finding social reconciliation — and monetary
policy — on the way to bring inflation back to the target —
will be challenged.
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Graph 5.1: Gross Domestic Product
2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.5: Consumption of Households — Q4 2021
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Graph 5.7: Gross Capital Formation
2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.2: Consumption of Households
2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.4: Consumption of Households — Q4 2020
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Graph 5.6: General Government Consumption
2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.8: Gross Fixed Capital Formation
2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.9: Change in Inventories — Contr. to GDP Growth

2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.11: Gross Capital Formation — Q4 2021
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Graph 5.13: Exports of Goods and Services

2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.12: GFCF by Type of Expenditure
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Graph 5.14: Imports of Goods and Services
2019=100, quarterly data from Q1 2020 to Q1 2022
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Graph 5.16: Manufacture of Motor Vehicles
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Graph 5.17: Exports of Motor Vehicles Graph 5.18: Import Content of Goods Exports
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