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Introduction and Summary

Global economic expansion continues to flag, with the growth of the world economy expected to be at its weakest
since the Great Recession in 2009. This has been caused primarily by increased protectionism and escalating tension in
international trade relations, spawning uncertainty among businesses and consumers alike as to what the economic
future holds. This significantly increases the downside risks.

Nor have the European Union’s economies avoided the slowdown. Relatively strong domestic demand and the labour
market situation remain positive factors, export-oriented activities less so. In Q2 2019, developments in individual
member states varied — the economies of the UK, Germany and Sweden declined slightly quarter on quarter, whereas
the Italian economy has long been stagnant, and the economies of the Visegrad Group countries are in good shape.

As for the United Kingdom’s withdrawal from the European Union, the withdrawal date has again been postponed, this
time to 31 January 2020. If, however, the British parliament approved the amended withdrawal agreement before this
date, the United Kingdom could leave the EU sooner. Therefore, uncertainty that has unfavourable economic conse-
qguences prevails also in this area, magnified by the fact that early parliamentary elections will be held in the United

Kingdom in December.

The Czech economy progressed along rather more posi-
tive lines than expected in Q2 2019. Real gross domestic
product, adjusted for seasonal and calendar effects,
climbed by 0.7% QoQ and 2.8% YoY.

Household consumption went up by 2.6% on the back
of the still high growth momentum of wages, salaries
and social benefits. Consumption of the general gov-
ernment sector increased by 3.4%, underpinned by rising
employment and intermediate consumption.

Fixed capital investment growth slowed to 0.2%, mainly
because of a downturn in investment by private firms.
The momentum of general government investment re-
mained high at roughly 10%. In the breakdown by type
of expenditure, investment in housing construction and
intellectual property products rose, while investment in
vehicles and machinery and equipment declined.

On the other hand, the highly positive contribution of
foreign trade came as a welcome surprise. On the export
side there was a positive base effect in exports of cars,
and the growth in imports was inhibited by slowing do-
mestic demand, primarily in relation to highly import-
intensive investment.

Economic developments in the first half of 2019 con-
firmed the disconnection between “hard” data and
business cycle indicators. Statistical data covering areas
such as construction, external trade and retail sales con-
tinue to post decent results. By contrast, the composite
confidence indicator, clearly heavily influenced by
mounting risks, has been hinting since October 2018 that
economic activity will slow down significantly. Though
this has yet to happen, the increasing risks urge caution.
The economy could grow by 2.5% in 2019, and then —
reflecting the momentum of domestic demand — by
2.0% in 2020.

Economic growth should continue to be driven by con-
sumption of households that should reflect the ongoing
strength of wage momentum in combination with ex-
tremely low unemployment rate and a major hike in
pensions. Fixed capital investment and general govern-

ment sector consumption should also make a moderate
contribution to growth. Foreign trade is also on track to
make a somewhat positive contribution.

Since the beginning of 2017, the year-on-year growth in
consumer prices has mostly hovered in the upper half of
the tolerance band of the Czech National Bank’s 2% in-
flation target. Bar the odd exception, it should remain
there also in 2019 and 2020, when pro-inflationary ef-
fects of growing unit labour costs and the positive out-
put gap are expected to be compounded by administra-
tive measures. We revise our forecast for the average
inflation rate up to 2.8% in 2019 and 2.6% in 2020.

In Q2 2019, employment went up by just 0.1%. The
scarcity of labour is the primary barrier to further exten-
sive growth in production. We feel that there is no fur-
ther room for another drop in unemployment. Growth in
labour demand should weaken as the economy slows
down. By contrast, labour supply — driven by demo-
graphic and structural factors — should increase faster
than demand. Consequently, the unemployment rate
could reach 2.0% in 2019 and 2.2% in the following year.

Within the current account of the balance of payments
one can expect the surplus on the balance of goods to
increase in 2019 due to a one-time slump in motor vehi-
cles exports in mid-2018, which sharply lowered the
base for comparison. In 2020, the forecast investment
momentum should pave the way for a slowdown in im-
port growth. Other components of the current account
should more or less stagnate or improve marginally. As a
result, the surplus on the current account should amount
to 0.9% of GDP in 2019 and 1.4% of GDP in 2020.

The growth of the Czech economy is also reflected in the
general government balance, which should end up with
a surplus equivalent to 0.3% of GDP in 2019. In 2020,
we expect a surplus of 0.1% of GDP, resulting from the
slowing pace of revenue and increased spending, espe-
cially in the social area. The relative level of general gov-
ernment debt is forecasted to decline further to 30.6%
of GDP by the end of 2020.



Domestic demand should be the main driver of growth Rising earnings should weigh on the growth in profits
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Table: Main Macroeconomic Indicators

2014 2015 2016 2017 2018 2019 2020: 2019 2020
Current forecast Previous forecast
Nominal GDP bill.czki 4314 4596 4768 5047 5329 5645 5894; 5627 5880
nominal growth in % 5.3 6.5 3.7 5.9 5.6 5.9 4.4 5.6 4.5
Gross domestic product real growth in % 2.7 5.3 2.5 4.4 3.0 2.5 2.0 2.5 2.3
Consumption of households real growth in % 1.8 3.7 3.6 4.3 3.4 2.7 2.4 2.8 2.6
Consumption of government real growth in % 1.1 1.9 2.7 1.3 3.9 3.0 1.8 2.4 1.9
Gross fixed capital formation real growth in % 3.9 10.2 -3.1 3.7 7.2 0.9 0.7 2.5 2.4
Contribution of net exports pp -0.5 -0.2 1.4 1.1 -0.8 0.4 0.3 0.4 0.2
Contrib. of change in inventories pp 1.1 0.8 -0.4 0.1 -0.4 0.0 0.0 -0.3 0.0
GDP deflator growth in % 2.5 1.2 1.3 1.4 2.5 3.3 2.4 3.0 2.1
Average inflation rate % 0.4 0.3 0.7 2.5 2.1 2.8 2.6 2.5 2.2
Employment (LFS) growth in % 0.8 1.4 1.9 1.6 1.4 0.3 0.1 0.7 0.3
Unemployment rate (LFS) average in % 6.1 5.1 4.0 2.9 2.2 2.0 2.2 2.2 2.3
Wage bill (domestic concept) growth in % 3.6 4.8 5.7 8.3 9.5 7.4 5.9 7.4 5.9
Current account balance % of GDP 0.2 0.2 1.6 1.7 0.3 0.9 1.4 0.6 0.8
General government balance % of GDP -2.1 -0.6 0.7 1.6 1.1 0.3 0.1 0.3
Assumptions:
Exchange rate CZK/EUR 27.5 27.3 27.0 26.3 25.6 25.7 25.5 25.6 25.2
Long-term interest rates %p.a. 1.6 0.6 0.4 1.0 2.0 1.5 1.2 2.0 2.4
Crude oil Brent USD/barrel 99 52 44 54 71 64 59 64 60
GDP in the euro area real growth in % 1.4 2.0 1.9 2.7 1.9 1.0 0.7

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



Forecast Risks and Uncertainty

The macroeconomic forecast is saddled with numerous
risks that we consider, on balance, to be significantly
tilted to the downside.

Despite another postponement in the date of the United
Kingdom’s withdrawal from the European Union, this
time to 31 January 2020, there is still no guarantee that
amended withdrawal agreement will be approved by
this date. Early parliamentary elections that will be held
in the United Kingdom in December add to the uncer-
tainty. All scenarios (Brexit with or without a deal, an-
other postponement of the withdrawal date or even
cancellation of Brexit) thus remain a possibility. In any
case the ongoing uncertainty is a deeply negative factor
for the Czech economy. The Macroeconomic Forecast
assumes that the United Kingdom will leave the EU with
a withdrawal agreement.

Another significant external risk is the tension in trade
relations between the United States and China. Howev-
er, protectionist measures could also have a marked ef-
fect on mutual trade between the US and the European
Union (see Section 5). If existing import duties were put
up by the US, or if new ones were imposed on additional
types of goods, harsh repercussions for external trade
and associated benefits would be accompanied by a fur-
ther decline in confidence among economic entities.
Higher uncertainty could then lead to shelving of certain
investment decisions. The prices of imported goods and
the purchasing power of consumers would also be af-
fected by customs duties. In addition, the highly complex
nature of international supply chains leads us to believe
that import duties would have numerous unintended
consequences, such as relocation of production to other
countries. While the Czech Republic trades predominant-
ly with EU member states, its indirect exposure to cer-
tain third countries is hardly negligible. In terms of its
consequences for the Czech economy, we consider the
impact of such indirect exposure to be greater than the
direct effect.

Sentiment indicators in a string of euro area countries,
especially in industry, also pose a risk to the Czech econ-
omy. Germany acts a cautionary example in this respect,
as industrial production there has been contracting since
November 2018. This is all the more significant as Ger-
many is the Czech Republic’s biggest trading partner
(with 31% of exports of goods headed for Germany in
2018).

Indirectly, potential escalation of problems in the Italian
banking sector or a sharp growth slowdown in China
could weigh on the Czech economy. Uncertainty in the
global economy continues to be fuelled by instability of
certain emerging economies (Turkey, Argentina and Bra-
zil) and by geopolitical tensions in the Middle East.

In some areas — most obviously in the labour and real
estate markets — the Czech economy is showing palpable
signs of overheating. With regard to cyclical trends, if
some of the aforementioned risks materialised, the
economy could enter a downward stage of the business
cycle in the forecast horizon. In business cycle surveys,
a fair proportion of companies are pointing to the scarci-
ty of labour as the main barrier impeding an increase in
their output. With this in mind, and taking into account
the current situation in the labour market and projected
demographic trends, increases in labour productivity
will be crucial in the medium and longer term. In the
short term, the labour market imbalances create strong
pressure on wage growth, which then raises unit labour
costs. If this trend were to continue over an extended
period, it could impinge on competitiveness. On the oth-
er hand, this factor provides a major boost to the dis-
posable income of households and productivity enhanc-
ing investments. It also creates an impetus to focus on
producing goods and services with higher value added.

Cyclical developments of the economy, combined with
low interest rates, led to higher momentum of mortgage
lending. This, together with factors limiting housing sup-
ply (some of which are specific to Prague), has contrib-
uted to a surge in offering prices of flats. Continuation of
the rapid growth in housing loans and property prices
constitutes a macroeconomic risk because deterioration
in the economic situation or a hike in market rates could
topple certain households into insolvency, which would
also erode financial stability. Nevertheless, the rise in
interest rates, the tightening of lending standards and
high property prices have gradually dampened the mo-
mentum of housing loans since around mid-2017. To-
wards the end of last year, the volume of new mortgage
lending started to slump after the CNB tightened its reg-
ulatory recommendations. Housing construction figures
indicate that supply is set to rise, which could alleviate
some of the pressure on price growth.

Given the importance of automotive industry for the
Czech economy, the highly cyclical nature of this sector
poses a risk. In the medium to long term, the risks are
compounded by structural changes that the automotive
industry will go through as emission standards are pro-
gressively tightened. Manufacturers who fail to comply
with those standards will face huge fines. However, the
switch to alternative drives requires enormous invest-
ments in technological development, in machinery and
equipment, and in infrastructure. Effects on employ-
ment, customer-supplier relations, and energy prices can
also be anticipated.



1 Forecast Assumptions

1.1 External Environment

The GDP growth rates for individual years, as presented in the text and in Table 1.1.1, now relate to seasonally and cal-
endar adjusted data and are thus incomparable with the previous forecast.

Global economic growth is slowing in an environment of
increasing international trade barriers and spiralling un-
certainties.

In the United States, GDP growth slowed to 0.5% QoQ in
Q2 2019 (as estimated). While the import momentum
had a neutral effect, the slowdown in growth was driven
by a downturn in exports of goods and services and a
decline in inventories. Conversely, household consump-
tion expenditures, growing at their fastest rate since
Q4 2017, made a solid contribution. Following the gov-
ernment shutdown at the start of the year, general gov-
ernment consumption also had a positive impact.

In response to slackening global economic growth and
trade disputes with China, the Fed lowered interest rates
to the target band of 1.75-2.00% at its September meet-
ing. In the case of greater uncertainty associated with
weaker inflationary pressures, it stands ready to support
economic growth by easing monetary policy further.

Manufacturing output fell by 0.4% YoY in August, with
leading indicators showing no signs of any significant im-
provement in the short term. The CEO sentiment plunged
deeper than expected into the contraction band, indicat-
ing a steep decline in export orders. The escalation of
the trade dispute with China remains the dominant risk.

The labour market situation remains the main source of
optimism. Despite the slowing momentum of new job
creation, the unemployment rate fell further to 3.5%,
the lowest level in 50 years, with a slight increase in par-
ticipation in September. The labour shortage is also re-
flected in the average wage growth of around 3%. De-
spite fluctuations, consumer confidence has remained
high from the long run perspective and consumer expec-
tations remain optimistic. Positive sentiment is reflected
in accelerating retail sales. In the forecast horizon,
growth in domestic demand should more than make up
for the ebbing fiscal stimulus and the negative impacts
of trade tensions. We expect economic growth to slow
t0 2.2% in 2019 and then to 2.0% in 2020.

China’s GDP growth picked up slightly to 1.6% QoQ in
Q2 2019 (as estimated). The growth rate of 6.2% YoY has
been the lowest in the last 27 years, but it is still within
the Chinese government’s target band for 2019 (6.0% to
6.5%). Economic growth was driven by consumption of
households and of the government sector. However, the
contribution made by gross capital formation increased
considerably. Rebalancing the economy towards a higher
share of domestic consumption could have negative re-

percussions for global economic growth by lowering im-
ports.

The short-term effects of escalating trade disputes should
be dampened by lowering the value added tax rate and
increasing the quota for local government borrowing.
This fiscal impulse is estimated in the range of 1-3% of
GDP. Increased uncertainties and trade barriers should
inhibit economic growth slightly, taking it to 6.1% in
2019 and then to 5.8% in the following year.

In Q2 2019, the quarter-on-quarter GDP growth slowed
to 0.2% (versus 0.3%) in the European Union, just as it
did in the EA19 (as forecast). Apart from the persistently
positive contribution made by household and general
government consumption, developments in the EU28
were heavily influenced by one-off factors. Stockpiling by
British firms and households in Q1 2019 in anticipation
of the originally expected date for the United Kingdom
to withdraw from the EU (29 March) saw foreign trade
make a positive contribution in Q2 due to the base ef-
fect. However, this was more than offset by the negative
contribution made by the change in inventories. In the
face of heightened uncertainty and trade tension, gross
fixed capital formation recorded only a slight increase. In
addition, structural problems persist in many countries
as they grapple with the slow pace of labour productivity
growth and high government and private debt.

The euro area inflation rate has fallen to 1.0% in recent
months. The unemployment rate in the EU28 dipped to
6.2% in August and is essentially stagnant for most EU
countries. However, considerable differences — predomi-
nantly structural in nature — continue to exist between
countries.

In September, the European Central Bank decided to
boost the economy by cutting its base deposit rate to
-0.50% (part of commercial banks’ reserves will now be
excluded from the negative rate). In addition, from 1 No-
vember it will resume its EUR 20 billion asset purchase
programme, which should end just before the future
start of key interest rate hikes.

Leading indicators in the euro area have continued their
downtrend since early 2018. Business sentiment in Sep-
tember was at its lowest point in six years, pointing to
a decline in economic output. The purchasing managers’
index in manufacturing suggests that there has been an
unmistakable drop in production and new orders, a situ-
ation compounded by heightened trade tension and un-
certainty about the direction being taken by the auto-



motive sector. The purchasing managers’ index in ser-
vices indicates a slight improvement. Conversely, con-
sumer expectations about the overall economic situation
are deteriorating.

With world trade slowing and uncertainties persisting,
we expect weak momentum in private investment this
year. However, the Brexit situation could be clarified at
the start of 2020, which would support investment activ-
ity. The contribution of foreign trade to economic
growth could gradually increase over the forecast hori-
zon. The main driver of growth next year should contin-
ue to be household consumption, underpinned by gen-
erally low unemployment rate and growth in real
disposable income. Modestly expansionary fiscal policy
should have a positive effect. Economic growth in the
EU28 could come to 1.3% in 2019 and 0.9% in 2020.

The German economy recorded a quarter-on-quarter
decline of 0.1% (versus growth of 0.2%) in Q2 2019. The
positive effect of the change in inventories was out-
weighed by a negative contribution of foreign trade. The
contributions of both household consumption and gross
fixed capital formation were virtually neutral.

After climbing to their multi-year highs in 2017 and
2018, leading indicators are experiencing a sharp correc-
tion. The negative development reflects increasing barri-
ers to international trade and uncertainty surrounding
the UK’s exit from the EU. The manufacturing purchasing
managers’ index continues to decline. In September, it
stood at its lowest level since June 2009. Alongside the
volume of output, the rate of decline is particularly strik-
ing in the case of new orders. Employment in the sector
has been slipping for seven straight months. Many com-
panies are seeing orders cancelled or cut (mainly from
abroad) due to uncertainties about what the future will
bring. The situation is worst in capital goods, though
a fall was also recorded in consumer goods, which sug-
gests that other sectors of the economy are also starting
to feel the pinch. Business confidence measured by the
Ifo indicator is close to its lowest levels since November
2012. Business activity in services is clearly slackening.
This is reflected in the slowing momentum of retail sales,
although the number of employees in this sector contin-
ues to grow. New export orders suffered their steepest
decline in five years and the services purchasing manag-
ers’ index came close to contraction in September. Con-
sumer confidence has stabilised in recent months, but
pessimistic expectations remain.

In August, the unemployment rate stagnated at 3.1% for
the fourth month in a row. The labour shortage and low
inflation rate are reflected in real wage growth. Consid-
ering the labour market’s inertia and its delayed reaction
to business performance, consumer demand could boost
economic growth this year. In addition to external risks,
there is considerable uncertainty about the situation in
the automotive industry, which has been knocked by
emission regulations and weakening demand in China.
Another significant risk is that the US is contemplating
the introduction of tariffs on cars. With the numbers of
new orders plunging across the economy, accompanied
by converging development in services and industry,
economic growth could be inhibited next year. In the
light of the factors outlined above, we forecast that eco-
nomic growth will slow to 0.5% in 2019 and will remain
at that level in 2020.

The Slovak economy’s growth slowed to 0.5% QoQ (ver-
sus 0.8%) in Q2 2019. The slowdown was driven solely
by the external trade balance, which suffered on account
of its strong focus on the automotive industry. The
household consumption growth rate picked up little
speed as it was hampered by accelerating consumer
prices and the highest savings rate since 2001.

The shortage of skilled workers in the labour market is
reflected in strong earnings growth. A one-off impulse
was the tax concession granted for the “thirteenth sala-
ries” that had been paid in Q2 2019. This was one of the
reasons why the average nominal wage increased by
9.7%. In August, the unemployment rate fell further to
5.5%, with demand for labour shifting from industry to
services and construction. However, wage momentum
should gradually decelerate as a result of the expected
slowdown in external demand. By contrast, administra-
tive measures to reduce taxes and increase the parental
allowance (estimated at 0.5% of GDP) will boost house-
holds’ disposable income and encourage their consump-
tion next year. Corporate investments are being put off
by the heightened uncertainty. However, this gap could
be filled by higher government investment owing to ac-
celerating utilisation of European Structural and Invest-
ment Funds as the end of the programming period ap-
proaches. The gradual start-up of production at the
Jaguar Land Rover plant could prompt a moderate re-
covery in exports next year. Economic growth could slow
t0 2.4% in 2019 and further to 2.2% in the following year.
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Graph 1.1.5: Economic Sentiment Indicator
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Graph 1.1.7: Business Tendency in Manufacturing
quarterly averages
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Graph 1.1.2: Real Gross Domestic Product
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Graph 1.1.4: Unemployment Rate
in %, LFS methodology, seasonally adjusted
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Graph 1.1.8: Ifo and Czech manufacturing production
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Table 1.1.1: Gross Domestic Product — yearly
growth rate of real GDP in %, seasonally adjusted data

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Forecast Forecast

World 4.3 3.5 3.5 3.6 3.4 3.4 3.8 3.6 3.0 3.1
USA 1.6 2.2 1.8 2.5 2.9 1.6 2.4 2.9 2.2 2.0
China 9.5 7.9 7.8 7.3 6.9 6.7 6.8 6.6 6.1 5.8
EU28 1.8 -0.4 0.3 1.8 2.2 2.0 2.7 2.0 1.3 0.9
EA19 1.7 -0.8 -0.2 14 2.0 1.9 2.7 1.9 1.0 0.7
Germany 4.0 0.6 0.5 2.2 1.5 2.1 2.8 1.5 0.5 0.5
France 2.2 0.4 0.6 1.0 1.0 1.0 2.4 1.7 1.3 1.1
Italy 0.7 2.9 -1.7 0.2 0.8 1.2 1.8 0.7 0.0 0.3
United Kingdom 1.6 1.4 2.0 29 2.3 1.8 1.8 1.4 1.1 0.7
Austria 3.1 0.6 0.0 0.8 1.1 2.1 2.7 2.6 1.6 1.8
Hungary 1.7 -1.5 2.2 4.1 3.5 2.2 4.4 5.0 4.6 3.1
Poland 5.0 1.7 1.3 3.3 3.8 3.1 4.9 5.2 4.2 3.7
Slovakia 2.8 1.7 1.5 2.8 4.2 3.1 3.2 4.1 2.4 2.2
Czech Republic 1.8 -0.7 -0.5 2.7 5.4 2.4 4.5 2.9 2.5 2.0

Note: Data are also adjusted for calendar effects (except for Slovakia).
Source: CZSO, Eurostat, NBS China, OECD. Calculations of the MoF.

Table 1.1.2: Gross Domestic Product — quarterly
growth rate of real GDP in %, seasonally adjusted data

2018 2019
Ql Q2 Q3 Q4 Ql Q2 Q3 Q4
Estimate Forecast
USA QoQ 0.6 0.9 0.7 0.3 0.8 0.5 0.4 0.4
Yoy 2.9 3.2 3.1 2.5 2.7 2.3 2.0 2.1
China QoQ 1.5 1.7 1.6 1.5 1.4 1.6 1.3 1.5
Yoy 6.8 6.7 6.5 6.4 6.4 6.2 5.9 5.9
EU28 QoQ 0.4 0.4 0.3 0.4 0.5 0.2 0.1 0.1
Yoy 2.5 2.3 1.9 1.5 1.6 1.4 1.1 0.9
EA19 QoQ 0.3 0.4 0.2 0.3 0.4 0.2 0.0 0.1
Yoy 2.6 2.3 1.7 1.2 1.3 1.2 1.0 0.7
Germany QoQ 0.1 0.4 -0.1 0.2 0.4 -0.1 -0.1 0.1
Yoy 2.3 2.1 1.1 0.6 0.9 0.4 0.4 0.3
France QoQ 0.2 0.2 0.3 0.4 0.3 0.3 0.3 0.2
Yoy 2.4 1.9 1.5 1.2 1.3 1.4 1.3 1.1
Italy QoQ 0.2 0.0 -0.1 -0.1 0.1 0.0 0.0 0.1
Yoy 1.4 1.0 0.5 0.0 -0.1 -0.1 0.1 0.2
United Kingdom QoQ 0.1 0.4 0.7 0.2 0.5 -0.2 0.2 0.1
Yoy 1.2 1.4 1.6 1.4 1.8 1.2 0.7 0.6
Austria QoQ 0.9 0.4 0.2 0.6 0.4 0.2 0.5 0.3
Yoy 3.1 2.8 2.3 2.2 1.7 1.6 1.8 1.5
Hungary QoQ 1.2 1.1 1.5 1.1 14 1.1 0.6 0.5
Yoy 4.8 4.8 5.3 5.0 5.2 5.2 4.3 3.7
Poland QoQ 1.4 1.3 1.4 0.4 1.4 0.8 1.1 1.0
Yoy 5.1 5.4 5.6 4.6 4.6 4.2 3.8 4.4
Slovakia QoQ 1.0 1.3 0.8 0.6 0.7 0.5 0.2 0.3
Yoy 4.0 4.4 4.3 3.7 3.4 2.6 2.1 1.7
Czech Republic QoQ 0.6 0.6 0.6 0.9 0.6 0.7 0.3 0.2
Yoy 4.2 2.4 2.5 2.7 2.7 2.8 2.5 1.8

Note: Data are also adjusted for calendar effects (except for Slovakia).
Source: CZSO, Eurostat, NBS China, OECD. Calculations and forecast of the MoF.



1.2 Commodity Prices

The price of Brent crude oil averaged USD 61.9 per bar-
rel (as forecasted) in Q3 2019. This was a drop by ap-
proximately 18% YoY (15% when expressed in CZK).

An agreement between members of the Organisation of
the Petroleum Exporting Countries and other stakehold-
er countries to reduce oil production was effective also
in Q3 2019. The restriction on production actually went
further than the agreement, which will remain in force
until the end of Q1 2020. The September attack on oil
facilities in Saudi Arabia had only a short-lived effect on
the price of oil. The US Energy Information Administra-
tion estimates that reserves of oil will increase in 2020.

Graph 1.2.1: Dollar Price of Brent Crude Oil
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Table 1.2.1: Prices of Selected Commodities — yearly
spot prices

This is consistent with the situation prevailing on the fu-
tures market, where oil supplied later is traded more
cheaply than oil supplied earlier.

The outlook for the price of Brent crude oil reflects the
slightly declining curve of futures prices. The price
should average USD 64 per barrel in 2019 (unchanged)
and USD 59 per barrel in 2020 (versus USD 60 per bar-
rel). The projected price of Brent crude oil remains more
or less unchanged compared to the previous forecast al-
so when expressed in CZK. It should fall by around 5% in
2019 and by almost 7% in 2020.

Graph 1.2.2: Koruna Price of Brent Crude Oil

YoY change of the CZK price of Brent crude oil in %, contributions in pp
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Source: CNB, U. S. EIA. Calculations and forecast of the MoF.

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Crude oil Brent USD/barrel; 111.3 111.5 108.6 99.0 52.4 43.6 54.2 71.4 64 59
growth in % 39.8 0.2 -2.6 -8.8 -47.1 -16.9 24.3 31.7 -10.0 -7.8
Crude oil Brent index (in CZK) 2010=100% 129.5 143.8 139.9 134.6 85.0 70.1 83.1 102.1 97 90
growth in % 29.5 11.0 2.7 3.8 -369 -17.4 18.5 22.9 -4.9 -6.9
Natural gas (Europe) USD/MMBtu 10.5 11.5 11.8 10.1 6.8 4.6 5.7 7.7
growth in % 26.9 9.1 2.7 -147 321 331 25.3 34.4
Natural gas (Europe) index (in CZK) 2010=100; 117.9 142.2 145.9 131.7 106.2 70.7 84.2 105.9
growth in % 17.9 20.6 2.6 9.8 -194 334 19.2 25.7
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
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast
Crude oil Brent USD/barrel 66.9 74.5 75.1 69.0 63.1 69.0 61.9 63
growth in % 24.8 50.2 44.1 12.4 -5.7 -7.4 -17.6 -8.9
Crude oil Brent index (in CZK) 2010=100 91.0 105.6 109.7 102.2 94.0 104.1 93.7 97
growth in % 1.6 34.2 44.1 16.0 3.2 -1.4 -14.6 -5.4
Natural gas (Europe) USD/MMBtu 6.7 7.3 8.4 8.3 6.1 4.3 3.8
growth in % 16.8 46.2 53.3 25.1 -8.1 -41.2 -54.4
Natural gas (Europe) index (in CZK) 2010=100 87.5 99.2 117.9 118.8 88.0 62.1 55.8
growth in % -4.9 30.6 53.3 29.2 0.5 -37.4 -52.7

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

In 2018, the general government balance posted a sur-
plus of CZK 58.4 billion, corresponding to 1.1% of GDP.
This was the third year in a row that a surplus had been
made, and all sub-sectors had contributed to it. Adjusted
for the impact of the business cycle and one-off or other
temporary measures, the surplus was 0.6% of GDP. By
revising the data for 2018, the CZSO improved the over-
all balance by CZK 11.0 billion (by 0.2 pp). It did this by
adjusting both the revenue (+ CZK 13.8 billion) and the
expenditure side (+ CZK 2.8 billion). On the revenue side,
a key factor was higher revenue from corporate income
tax (+ CZK 10.8 billion). The largest changes in spending
could be found in capital expenditure (+ CZK 5.8 billion),
the growth of which was offset by lower social transfers
in kind (— CZK 3.1 billion).

In relative terms the forecast for the general government
balance in 2019 remains unchanged at 0.3% of GDP.
However, new information resulted in changes to the
structure of revenue and expenditure. The new forecast
envisages higher momentum of final consumption ex-
penditure of the general government, especially inter-
mediate consumption and social transfers in kind. Com-
pared to the July Macroeconomic Forecast, the projected
growth rate of capital expenditure has been revised
down. On the revenue side, we forecast lower growth
rate for income taxes. Conversely, we forecast greater
momentum of capital transfers. The estimate of accrual-
based results this year is also supported by develop-
ments in cash receipts of the state budget, local govern-
ment budgets and health insurance companies. Large
surpluses of local government budgets (CZK 41.9 billion)
and health insurance companies (CZK 11.9 billion) at the
end of August stand in contrast to the state budget’s
year-on-year lower cash receipts in the first nine months
of the year (- CZK 21 billion). From the perspective of
the structural balance, we estimate that the negative fis-
cal effort should result in a slight deficit of 0.3% of GDP.

Dynamics of the revenue side of the general government
are determined by tax revenue, including social security
contributions, with growth estimated at 5.9%. In the
year-on-year comparison, labour income — and specifi-
cally personal income tax — should develop most quickly.
Our forecast of more than 10% growth is based, in part,
on the cash performance of this tax since the beginning
of the year, which is growing at a double-digit rate
(13.4%). Strong growth in average wages in the economy,
a fractional increase in employment and a rise in guaran-
teed wages should be positively reflected here. These
factors, together with a more than 5% increase in the
assessment base for payments made on behalf of state-
insured persons, also determine social security contribu-
tions. The 7.2% forecast here is also supported by the
existing cash receipts, with health and social insurance
contributions rising by around 8% YoY, similar to the ac-
crual yield for the first three quarters of the year. Higher

share taken up by compensation of employees in gross
domestic product is negatively reflected in companies’
profitability. Corporate income tax should therefore lose
momentum and slow to 4.4% YoY. Considering slower
growth in nominal household consumption and the rele-
vant part of government consumption, we also forecast
lower growth rate for value added tax revenues (4.8%).
With regard to the projected course taken by the use of
EU funds, the forecast envisages more than 14% growth
in capital transfers.

On the expenditure side, general government final con-
sumption expenditure should keep its high momentum
(8.1%); like last year, we expect the fastest growth to be
in the compensation of employees (10.0%). The growth
in salaries encompasses virtually all employees in the
general government sector, especially teachers — the
higher volume of salaries in education is the result of
pay-grade increases as well as of regional education fi-
nancing reform. Besides the compensation of employ-
ees, final consumption expenditure should also be driven
by social transfers in kind (9.1%). Conversely, we forecast
a year-on-year slowdown in intermediate consumption
to 4.3%. This is linked in part to the projection of a lower
proportion of purchases co-financed by EU funds. How-
ever, its year-on-year growth is still considerable when
we take into account the previous year’s very high base.
The 7.3% increase in cash social benefits should reflect
approved measures (especially in the area of pensions)
as well as economic developments. Furthermore, the
forecast assumes there will be lower year-on-year mo-
mentum in capital expenditure (8.1%), driven by invest-
ments financed purely from national sources. The year-
on-year slower growth in interest payments should result
in a decline, relative to GDP, to the 2017 level.

For 2020, we forecast that the general government sur-
plus will fall to 0.1% of GDP. Revenue should grow by
4.7%, primarily driven by personal income tax (7.3%) and
social security contributions (5.7%) on the back of
growth in wages and salaries in the economy. In 2020,
discretionary measures on the revenue side will focus
primarily on raising excise tax rates and adjusting the
method for, and tax deductibility of, insurance compa-
nies’ technical provisions. Expenditure, on the other
hand, should rise by 5.4% and be driven mainly by pen-
sions and state social welfare benefits. The structural
balance should remain at the 2019 level.

The general government debt was CZK 1,734.7 billion in
2018, corresponding to 32.6% of GDP. In 2019, the rela-
tive level of debt should decrease by 1.3 pp, bearing in
mind that nominal GDP is forecasted to grow by almost
6%. In line with the expected general government sur-
plus, this trend should continue in 2020, when we fore-
cast a further reduction in the relative level of debt to
30.6% of GDP. The November Fiscal Outlook of the Czech
Republic discusses fiscal policy issues in more detail.



Graph 1.3.1: General Government Balance
in % of GDP
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Source: CZSO. Calculations and forecast of the MoF.

Table 1.3.1: Net Lending/Borrowing and Debt

Graph 1.3.2: General Government Debt
in % of GDP
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2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Source: CZSO. Calculations and forecast of the MoF.

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Forecast Forecast Outlook Outlook

General government balance % GDP -1.2 2.1 -0.6 0.7 1.6 1.1 0.3 0.1 -0.1 -0.4
bill. CZK -51 91 -28 34 79 58 18 3 -5 -27

Cyclical balance % GDP -1.5 -0.8 0.1 -0.1 0.5 0.6 0.6 0.4 0.2 0.1
Cyclically adjusted balance % GDP 0.2 -1.3 -0.7 0.8 1.0 0.5 -0.3 -0.3 -0.3 -0.5
One-off measures % GDP -0.1 -0.5 -0.1 -0.1 0.0 -0.1 0.0 0.0 0.0 0.0
Structural balance % GDP 0.4 -0.8 -0.6 0.9 1.0 0.6 -0.3 -0.3 -0.3 -0.5
Fiscal effort 2! pp 1.5 -1.2 0.2 1.5 0.1 -0.5 -0.8 0.0 0.0 -0.2
Interest expenditure % GDP 1.3 1.3 1.1 0.9 0.7 0.8 0.7 0.7 0.7 0.7
Primary balance % GDP 0.1 -0.8 0.5 1.6 2.3 1.8 1.1 0.8 0.6 0.3
Cyclically adjusted primary balance % GDP 1.6 0.0 0.4 1.7 1.8 1.2 0.5 0.4 0.4 0.2
General government debt % GDP 44.9 42.2 40.0 36.8 34.7 32.6 31.2 30.6 30.0 29.5
bill.czk; 1840 1819 1836 1755 1750 1735 1763 1803 1847 1890

Change in debt-to-GDP ratio pp 0.4 -2.7 -2.2 -3.1 -2.1 -2.1 -1.3 -0.6 -0.5 -0.5

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.
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1.4 Monetary Policy, Financial Sector and Exchange Rates

1.4.1 Monetary Policy

In Q3 2019, the CNB left its two-week repo rate at 2.0%
after taking into account expected future inflation and
the risks of slower growth in European economies.

Given the assumptions about the monetary policy stance
and forecast appreciation of the CZK (see section 1.4.3)
we expect that monetary conditions will tighten slightly
in the exchange rate component in 2019 and 2020.

1.4.2 Financial Sector and Interest Rates

In line with the development in monetary-policy rates of
the CNB, the three-month PRIBOR was 2.1% (as fore-
cast) in Q3. As the gap against the two-week repo rate is
narrowing a little, the three-month PRIBOR should reach
2.2% (versus 2.3%) in Q4, or 2.1% (versus 2.2%) on aver-
age in 2019 as a whole. In 2020, it could nudge to 2.2%
(versus 2.3%).

Despite expectations, the yield to maturity on 10-year
government bonds for convergence purposes fell to
1.2% (versus 2.0%) in Q3 2019. Since the beginning of
2019, it has therefore hovered below the three-month
PRIBOR rate, something that has never been recorded
before (since 2000). Moreover, this difference is widen-
ing. The yield curve of government bonds remains flat at
shorter maturities; yields on two-year government bonds
are higher than yields on five-year bonds and are close
to yields on 10-year bonds. The shape of the yield curve
can be explained by the market’s expectations that in-
terest rates will be cut. Taking into account the assumed
monetary policy stance of the CNB and the ECB, devel-
opments in inflation, and persisting flatness of the yield
curve, we believe that long-term interest rates will stag-
nate at current levels. In Q4, they should therefore stand
at 1.2% (versus 2.2%), as in subsequent quarters. They
should average 1.5% (versus 2.0%) in 2019 as a whole,
and come to 1.2% (versus 2.4%) in 2020.

Total lending to households grew 6.8% YoY, tantamount
to a 0.4 pp dip in momentum. A similar trend then con-
tinued in July and August. Lending to households re-
mains driven in particular by housing loans, which ac-
count for approximately 75% of the total volume of
households’ loans. Average client interest rates on the
overall volume of household lending continued along
their gentle downward trajectory.

In connection with the CNB’s recommendation for the
management of risks associated with the granting of re-
tail loans secured with residential property, effective as
of 1 October 2018, since December 2018 we have seen
new mortgages drop by 20% YoY on average. Even after
the exhaustion of the “frontloading” effect and the sub-
sequent decline in demand for new mortgages, the av-
erage monthly volume of new mortgages is lower than

before the CNB’s recommendation was introduced. Cli-
ent interest rates on loans for property purchases have
been decreasing since March 2019, probably due to
banks’ expectations about the future path of the CNB
rate and competition among banks.

The growth in lending to non-financial corporations
slowed to 5.0% YoY in Q2 2019, driven primarily by loans
with maturity of between one and five years. In July and
August, loans with maturity of over five years grew the
most, while loans under one year declined year on year.
This may indicate that non-financial corporations are in-
creasingly financing their working capital out of their
own resources. Contributions to the lending momentum
were made by both foreign-currency and CZK loans.

The share of non-performing loans in total loans fell
again in Q2 to 1.8% among households and to 3.3%
among non-financial corporations.

In Q2, the growth in deposits of non-financial corpora-
tions accelerated to 3.9% YoY, but slowed slightly to 7.3%
in the case of households. This solid growth in deposits
paves the way for the financing of future consumption
and investments.

1.4.3 Exchange Rates

During Q3, the exchange rate of the koruna to the euro
steadfastly weakened from CZK 25.4/EUR at the begin-
ning of June to CZK 25.7/EUR in September. The koruna
therefore traded at an average of CZK 25.7/EUR (versus
CZK 25.6/EUR). Compared to the previous quarter, the
average exchange rate thus remained unchanged, and
was 0.3% stronger YoY.

The real convergence of the Czech economy and the
Czech Republic’s positive interest rate differential against
the euro area will continue to push towards the appreci-
ation of the koruna. Compared with the July Macroeco-
nomic Forecast, however, we believe that the effect of
these factors will be weaker. In Q4 2019, the exchange
rate could average CZK 25.7/EUR (versus CZK 25.5/EUR),
the same level as in 2019 as a whole (vs. CZK 25.6/EUR).
This would mean depreciation of the koruna by 0.1%,
which is in line with model estimates of developments in
the equilibrium real exchange rate. The koruna should
then appreciate by 0.8% YoY to CZK 25.5/EUR (versus
CZK 25.2/EUR) on average in 2020, i.e. it should stick to
the appreciation trajectory.

The trend expected in the exchange rate of the koruna to
the US dollar is implied by the USD/EUR exchange rate,
for which an assumption of stability at USD 1.10/EUR
(versus USD 1.12/EUR), i.e. the average of 10 trading
days preceding the cut-off date for selected forecast as-
sumptions, was adopted.
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in % p.a.
2.8

PRIBOR 3M

24 YTM of 10Y gov. bonds

2.0

16

12

0.8

04

0.0

1/15 /16 1/17 1/18 1/19 1/20
Source: CNB. Calculations and forecast of the MoF.

Graph 1.4.3: New Mortgage Loans
for purchase of residential property, YoY growth in %, CZK billion (rhs)
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Graph 1.4.5: Non-performing Loans
ratio of non-performing to total loans, in%
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Graph 1.4.7: Nominal Exchange Rates
quarterly averages, average 2015=100 (rhs)
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Graph 1.4.2: Loans to Households
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Graph 1.4.4: Loans to Non-financial Corporations
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Graph 1.4.6: Deposits
YoY growth rate in%, contributions in percentage points
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Graph 1.4.8: Real Exchange Rate to the EA19
deflated by GDP deflators, YoY growth rate in %, contributions in pp
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Table 1.4.1: Interest Rates — yearly

average of period, unless stated otherwise

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.75 0.05 0.05 0.05 0.05 0.05 0.50 1.75
Main refinancing rate ECB (end of period) in%p.a. 1.00 0.75 0.25 0.05 0.05 0.05 0.00 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.25 0.25 0.25 0.50 0.75 1.50 2.50
PRIBOR3M in%p.a. 1.19 1.00 0.46 0.36 0.31 0.29 0.41 1.23 2.1 2.2
YTM of 10Y government bonds in%p.a. 3.71 2.78 2.11 1.58 0.58 0.43 0.98 1.98 1.5 1.2
Client interest rates
Loans to households in%p.a. 6.84 6.47 6.05 5.59 5.15 4.65 4.10 3.76
Loans to non-financial corporations in %p.a. 3.94 3.72 3.20 3.01 2.78 2.59 2.57 3.05
Deposits of households in % p.a. 1.20 1.18 1.02 0.85 0.65 0.47 0.36 0.33
Deposits of non-financial corporations in%p.a. 0.51 0.56 0.41 0.29 0.19 0.10 0.05 0.11
Source: CNB, ECB, Fed. Calculations and forecast of the MoF.
Table 1.4.2: Interest Rates — quarterly
average of period, unless stated otherwise
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.75 1.00 1.50 1.75 1.75 2.00 2.00
Main refinancing rate ECB (end of period) in%p.a. 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Federal funds rate (end of period) in%p.a. 1.75 2.00 2.00 2.50 2.50 2.50 2.00
PRIBOR3M in%p.a. 0.86 0.92 1.33 1.83 2.01 2.13 2.15 2.2
YTM of 10Y government bonds in%p.a. 1.80 1.92 2.13 2.07 1.81 1.75 1.20 1.2
Client interest rates
Loans to households in %p.a. 3.85 3.78 3.73 3.70 3.67 3.66
Loans to non-financial corporations in%p.a. 2.81 2.88 3.06 3.46 3.67 3.74
Deposits of households in%p.a. 0.33 0.32 0.32 0.33 0.36 0.37
Deposits of non-financial corporations in %p.a. 0.05 0.09 0.13 0.19 0.27 0.35

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



Table 1.4.3: Loans and Deposits — yearly averages

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Households
Loans growth in % 16.5 8.9 6.6 5.0 4.0 3.4 4.8 7.2 7.8 7.6
For consumption growth in % 16.4 7.3 4.2 -1.0 -0.1 -0.9 3.4 6.0 4.3 5.4
For house purchase growth in % 15.5 8.9 6.5 6.4 5.5 4.5 5.6 8.1 9.0 8.5
Other lending growth in % 23.9 11.6 11.1 6.0 1.2 2.9 1.0 3.0 4.2 4.3
CZK denominated growthin%; 16.5 8.8 6.6 4.9 4.0 3.4 4.7 7.2 7.7 7.6
EX denominated growth in % 0.1 31.0 24 308  -1.3 0.0 127 85 363 1.7
Deposits growth in % 10.2 5.1 5.0 4.5 3.3 2.9 4.8 7.0 8.7 7.0
CZK denominated growth in % 10.1 5.6 5.4 4.7 3.3 2.7 4.1 6.9 9.7 7.1
FX denominated growth in % 13.1 -6.8 -4.0 2.1 2.3 8.5 22.5 7.3 -139 3.5
Non-performingloans (banking statistics) share, in % 3.6 4.8 5.3 5.2 5.2 4.9 4.5 3.6 2.7 2.4
Loans to deposits ratio in % 59 61 62 63 63 63 63 63 63 63
Non-financial corporations
Loans growth in % 1.9 -5.2 4.7 3.5 1.3 1.9 6.5 6.6 5.0 4.2
CZK denominated growth in % 0.5 5.2 4.9 2.6 0.3 -1.0 5.9 2.8 -1.4 3.0
FX denominated growth in % 9.1 5.4 3.7 7.8 5.7 13.7 9.0 20.5 24.4 6.9
Deposits growth in % -2.2 5.5 0.4 8.9 4.9 7.6 10.3 4.6 7.8 3.0
CZK denominated growth in % -3.2 6.9 2.0 8.2 4.2 5.6 6.7 4.5 13.9 2.1
FX denominated growth in % 1.6 0.2 -6.1 11.8 8.0 15.2 23.2 48 -11.1 6.6
Non-performing loans (banking statistics) share, in % 6.0 8.6 8.5 7.8 7.4 7.0 6.0 5.2 4.7 3.7
Loans to deposits ratio in % 135 121 126 120 116 110 106 108 105 106
Note: All indicators, except for the share of non-performing loans, are from the monetary statistics.
Source: CNB, ECB. Calculations of the MoF.
Table 1.4.4: Loans and Deposits — quarterly averages
2017 2018 2019
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
Households
Loans growth in % 8.0 7.6 7.7 7.6 7.5 7.7 7.2 6.8
For consumption growth in % 4.5 3.9 4.2 5.2 5.8 6.5 6.0 6.1
For house purchase growth in % 9.2 8.8 8.8 8.5 8.3 8.5 8.0 7.6
Other lending growth in % 4.4 4.1 4.7 4.4 4.3 3.7 2.7 2.1
CZK denominated growth in % 7.9 7.5 7.7 7.6 7.5 7.7 7.2 6.8
FX denominated growth in % 49.4 35.8 11.1 -10.8 -0.9 10.9 23.2 133
Deposits growth in % 8.6 8.0 6.6 6.4 7.2 7.7 7.6 7.3
CZK denominated growth in % 9.8 8.9 7.1 6.4 7.2 7.7 7.5 7.0
FX denominated growth in % -17.3 -13.7 -7.3 7.8 6.9 7.5 11.3 13.6
Non-performing loans (banking statistics) share, in % 2.6 2.4 2.6 2.4 2.3 2.2 2.0 1.9
Loans to deposits ratio in % 63 64 63 63 63 64 63 63
Non-financial corporations
Loans growth in % 5.3 2.6 3.5 2.0 4.2 7.0 6.1 5.0
CZK denominated growth in % -1.2 -0.5 2.3 3.2 3.0 3.6 3.7 2.4
FX denominated growth in % 24.8 11.5 6.3 -0.7 7.2 15.3 12.1 11.1
Deposits growth in % 9.5 7.4 5.6 2.2 1.3 3.1 2.9 3.9
CZK denominated growth in % 15.6 12.0 6.8 0.2 -0.1 1.8 11 0.6
FX denominated growth in % 9.4 -7.8 1.0 10.7 6.9 8.3 9.7 16.9
Non-performing loans (banking statistics) share, in % 4.5 4.3 4.0 3.8 3.5 3.5 3.7 3.5
Loans to deposits ratio in % 106 104 103 104 109 108 107 105

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

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Nominal exchange rates
CZK / EUR averagei 25.97 27.53 27.28 27.03 26.33 25.65 25.7 25.5 25.2 24.9
appreciation in % -3.2 -5.7 0.9 0.9 2.7 2.7 -0.1 0.8 1.2 1.2
CZK / USD averagef 19.56 20.75 24.60 24.43 23.39 21.74 23.0 23.2 22.9 22.6
appreciation in % 0.1 -5.7 -15.7 0.7 4.5 7.6 5.3 -0.9 1.2 1.2
NEER averageof 2015=100f 106.4 100.8 100.0 102.4 105.4 109.3 109 110 111 112
appreciation in % -2.3 5.2 -0.8 2.4 2.9 3.7 -0.5 0.7 1.2 1.2
Real exchange rate to EA19 2 average of 2015=100; 103.6 99.3 100.0 1014 104.6 108.7 110 112 114 116
appreciation in % -3.0 -4.2 0.8 1.4 3.2 4.0 1.6 1.6 1.6 1.7
REER ? averageof 2015=100f 106.4 100.9 100.0 102.6 106.5 111.1
appreciation in % -2.3 -5.2 -0.9 2.6 3.8 4.3
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
2018 2019
Qi Q2 Q3 Q4 Qi Q2 Q3 Q4
Estimate Forecast
Nominal exchange rates
CZK / EUR average 25.40 25.60 25.76 25.81 25.68 25.68 25.68 25.7
appreciation in % 6.4 3.6 1.3 -0.6 -1.1 0.3 0.3 0.5
CZK / USD average 20.66 21.51 22.19 22.50 22.61 22,91 22.99 233
appreciation in % 22.8 12.0 0.0 3.1 -8.6 -6.1 -3.5 -3.6
NEER average of 2015=100 110.1 109.3 109.4 108.5 108.8 108.8 108.9 109
appreciation in % 8.0 5.1 2.1 -0.3 -1.1 0.4 -0.5 0.1
Real exchange rate to EA19 1 average of 2015=100 109.2 108.7 108.6 108.4 110.0 110.4 111 111
appreciation in % 7.8 5.1 2.5 0.5 0.7 1.6 1.9 2.0
REER? average of 2015=100 112.4 1111 111.2 109.9 111.8 1111
appreciation in % 9.0 6.1 2.8 0.4 -0.5 0.0

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 Structural Policies

On 6 September 2019, an amendment to the Investment
Incentives Act came into effect. It should increase the
transparency and effectiveness of investment incentives
while strengthening competitiveness of the Czech econ-
omy. State incentives should focus on projects with
higher value added and projects in economically chal-
lenged regions. However, an emphasis is also placed on
improving the availability of incentives for small and
medium-sized enterprises and on making the system
flexible enough to respond to the current economic situ-
ation. Finally, the amendment transferred decision-
making on investment incentives to the government.

An amendment to the Sales Registration Act was pub-
lished in the Collection of Legislative Acts on 9 October
2019. It expands the range of business entities that are
subject to the obligation to record sales via a permanent
electronic connection. Businesses that are not liable to
pay value added tax, have a maximum of two employ-

ees, and report income from registered sales of not
more than CZK 200,000 in the preceding 12 calendar
months will be able to use paper receipts provided by
the Ministry of Finance. The amendment also moves se-
lected services (water supply and sewerage, catering
services, draught beer as part of catering services, clean-
ing, domestic care services, minor repairs, hairdressing
services, etc.) from the standard rate (21%) and the first
reduced value added tax rate (15%) to the second re-
duced rate (10%). The special sales registration permit
will take effect on 1 February 2020. As far as tax changes
and the expansion of the group of liable entities are con-
cerned, it will be effective on 1 May 2020.

In order to simplify and digitalise the tax administration
system, on 26 August 2019 the Government approved an
amendment to the Tax Code that establishes an online
portal (MOJE dané?) for the handling of tax matters.

1 MOderni a JEdnoduché dané, i.e. Modern and Simple Taxes



A system similar to internet banking will give users a bet-
ter overview of their tax liabilities. On the basis of the
data available to the tax office, it will offer taxpayers
a pre-filled tax return, provide information on their his-
tory, and extend the possibility of filing tax returns via
the internet. Taxpayers submitting their tax return elec-
tronically will be granted an extension of one month to
file their income tax return. If applications are submitted
electronically, taxpayers will have the benefit of having
any overpayment refunded more quickly. The amend-
ment also simplifies checking procedures, revises the
sanction system and regulates the refund of tax deduc-

1.6 Demographic Trends

Over the long term, the population of the Czech Republic
has been slowly, but steadily, rising, reaching 10.669 mil-
lion people at the end of June 2019. The number of in-
habitants was up 42,200 persons YoY, i.e. by 0.4%, and
by 18,800 persons in the first half-year. A moderate in-
crease roughly in line with the medium variant of the
CZSQO’s population projection can be envisaged in the
forecast horizon.

The population rise can be attributed solely to positive
net migration of 20,900 persons, an increase by 2,700
year on year. In the first half-year, 34,100 people moved
to the Czech Republic from abroad, while 13,200 left;
both of these flows of foreign migration went up year on
year. The positive net migration was dominated by citi-
zens of Ukraine (8,600) and Slovakia (2,100).

Conversely, in H1 2019 — as a year beforehand — the dif-
ference between the number of births and deaths re-
sulted in a decline by 2,100 persons. There was a modest
year-on-year drop in both the number of live births
(54,700) and the number of deaths (56,800).

Population ageing was reflected in a year-on-year rise in
the number of seniors (65+) by more than 45,000 people
in Q2 2019 (according to figures collated in the Labour
Force Survey). The high number of females born in the
late 1970s and in the 1980s and the gradually rising fer-
tility rate resulted in an increase in the number of young
people up to 19 years by 27,000.

Graph 1.6.1: Age Groups
shares in total population, in %
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tions. Preliminary estimates indicate that the portal
could be launched in Q4 2020.

On 30 July 2019, the Government approved an amend-
ment to the Budgetary Rules Act which provided that
any central government budget surpluses may be used
exclusively to reduce the sovereign debt. The amend-
ment should take effect on 1 January 2021.

An amendment to the Pension Insurance Act, which
took effect on 30 September 2019, raises the average
pension by CZK 900 per month as of 2020.

On the other hand, the population aged 20—64 shrank
markedly by 34,000. Nevertheless, developments in this
category are far from homogeneous on account of how
the birth rate fluctuated in the past. The decline was
concentrated in the 20-44 age group, where the number
of people went down by 68,000. In contrast, there was
astrong increase in the population aged 44-49 by
48,000. The highest employment and participation rate
can be found among people of this age, which so far has
helped to eliminate the impacts of the ageing population
on the supply side of the labour market. Population aged
20-64 should decrease roughly by 45,000 per year in the
forecast horizon, i.e. by 0.7%.

The economic boom has meant that the number of old-
age pensioners is not as much as we would have ex-
pected when we factor in demographic trends and the
gradual hike in the statutory retirement age. In Q2 2019,
there was therefore just a slight year-on-year rise by
2,300. The number of old-age pensioners could keep in-
creasing at a similar rate also in the next few years.

At the end of June 2019, there were 2.406 million old-
age pensioners (22.6% of the Czech population) in the
pension system. As the growth in their number is not as
high as the rise in employment, there was a palpable re-
duction in the effective dependency ratio by 2.7 pp be-
tween the beginnings of 2012 and 2019. This is one of
the factors improving the pension account balance.

Graph 1.6.2: Life Expectancy at Birth
in years
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Graph 1.6.3: Old-Age Pensioners

absolute increase over a year in thousands of persons
25

20
15
10

I Early-retirement pensions
15 mmmm Full pensions
Old-age pensions total

1/15 1/16 1/17 1/18 1/19 1/20
Source: Czech Social Security Administration, CZSO. Calculations of the MoF.

Table 1.6.1: Demographics

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Population (as of 1 January) thous. persons : 10516 10512 10538 10554 10579 10610 10650 10674 10697 10717
growth in % 0.1 0.0 0.2 0.1 0.2 0.3 0.4 0.2 0.2 0.2
0-19 years thous.personsi 2071 2057 2064 2082 2106 2133 2160 2185 2206 2224
growth in % -0.6 -0.6 0.3 0.9 1.2 1.3 1.3 1.1 1.0 0.9
20-64 years thous.personsi 6678 6630 6594 6540 6484 6437 6403 6356 6313 6274
growth in % -0.7 -0.7 -0.5 -0.8 -0.9 -0.7 -0.5 -0.7 -0.7 -0.6
65 and more years thous.persons: 1768 1826 1880 1932 1989 2040 2087 2134 2178 2219
growth in % 3.9 3.3 3.0 2.8 2.9 2.6 2.3 2.3 2.1 1.9
Old-age pensioners (as of 1 January) 1) thous.persons{ 2341 2340 2355 2377 2395 2403 2410 2411 2411 2410
growth in % 0.0 0.0 0.6 0.9 0.8 0.3 0.3 0.0 0.0 0.0
Old-age dependency ratios (as of 1 January)
Demographic % 26.5 27.5 28.5 29.5 30.7 31.7 32.6 33.6 34.5 35.4
Under current legislation * % 38.3 38.8 39.3 39.8 40.1 40.4 40.4 40.6 40.7 40.7
Effective ¥ % 47.6 47.2 46.9 46.8 46.2 45.7 45.2 45.3 45.2 45.2
Fertility rate children: 1.456 1.528 1.570 1.630 1.687 1.708 1.69 1.70 1.70 1.70
Population increase thous. persons -4 26 16 25 31 40 25 23 20 17
Natural increase thous. persons 2 4 0 5 3 1 -1 -3 -6 -9
Live births thous. persons 107 110 111 113 114 114 111 109 107 105
Deaths thous. persons 109 106 111 108 111 113 112 112 113 114
Net migration thous. persons -1 22 16 20 28 39 26 26 26 26
Immigration thous. persons 30 42 35 38 46 58
Emigration thous. persons 31 20 19 17 18 20

Y In 2010 disability pensions of pensioners over 64 were transferred into old-age pensions.
2 Demographic dependency: ratio of people in senior ages (65 and more) to people in productive age (20-64).
3 Dependency under current legislation: ratio of people above the official retirement age to the people over 19 below the official retirement age.
Y Effective dependency: ratio of old-age pensioners to working people (LFS methodology).
Source: Czech Social Security Administration, CZSO. Calculations and forecast of the MoF.



2 Economic Cycle

2.1 Position within the Economic Cycle

In all likelihood, the Czech economy is still at the peak of
the business cycle. The positive output gap reached
1.9% of potential output in Q2 2019. Taking into account
the forecasted slowdown in economic growth and pro-
jected developments in potential output, the output gap
should start to narrow gradually to 1.6% on average in
2019 and 1.0% in 2020. It should then almost close in
the outlook horizon.

The positive output gap is most apparent on the labour
market (see section 3.3). In Q2, the unemployment rate
fell further to 1.9%; the number of vacancies more or
less stagnated at around 350,000 and exceeded the
number of registered unemployed by almost three quar-
ters. The positive output gap is also reflected in core in-
flation.

We estimate that the year-on-year growth in potential
output in Q2 2019 slowed very slightly to 2.7%. This is
marginally more than the average growth rate of gross
value added for the period since 1995. The average po-
tential output growth should stay at 2.7% in 2019 and
then slow down marginally to 2.6% in 2020.

Total factor productivity is the main driver of potential
growth. In Q2, as in previous quarters, the trend compo-

Graph 2.1.1: Output Gap
in % of potential product
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nent of TFP contributed 2.0 pp to the growth in potential
output.

Labour supply is affected by population ageing (see sec-
tion 1.6), a process that is being expressed, among other
things, by a long-term decline in the working age (20-64)
population, which shaved 0.3 pp from the year-on-year
growth in potential output in Q2.

However, the negative impact that demographic trends
are having on labour supply is outweighed by a dynamic
increase in the participation rate, which has swelled the
size of the workforce in the economy. Structural factors
(population growth in age brackets with a naturally high
participation rate, accompanied by increases in the stat-
utory and effective retirement age) as well as high de-
mand for labour have come to the fore here. In Q2,
however, the year-on-year growth in participation unex-
pectedly stalled. In fact, there was a quarter-on-quarter
drop according to the seasonally adjusted data. The con-
tribution made by the participation rate to the growth of
potential output thus came to just 0.4 pp and caused
a slowdown in potential output growth.

Capital stock contributed 0.7 pp in Q2 2019 on the back
of strong growth in gross fixed capital formation in 2018.

Graph 2.1.2: Potential Product
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Graph 2.1.3: Capacity Utilisation in Industry
smoothed by Hodrick-Prescott filter, in %

Graph 2.1.4: Total Factor Productivity
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Table 2.1.1: Output Gap and Potential Product
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
H1
Output gap % -2.0 -0.8 -2.4 -4.0 -2.2 0.2 -0.2 1.5 1.7 1.8
Potential product V! growth in % 0.8 0.7 0.9 1.2 1.4 2.3 2.7 2.7 2.9 2.7
Contributions
Trend total factor productivity pp 0.6 0.4 0.4 0.7 1.2 1.7 1.9 2.0 2.0 2.0
Fixed assets pp 0.6 0.6 0.5 0.4 0.4 0.6 0.6 0.5 0.6 0.7
Population 20-64 yers pp 0.1 0.1 0.3 -0.3 0.4 -0.3 0.4 0.4 -0.3 -0.3
Participationrate pp -0.1 0.0 0.6 0.8 0.3 0.5 0.7 0.7 0.7 0.5
Usually worked hours pp -0.3 -0.2 0.3 -0.3 -0.2 -0.1 0.1 0.1 -0.1 -0.1

Y Based on gross value added.
Source: CZSO. Calculations of the MoF.

2.2 Business Cycle Indicators

Developments in confidence indicators in Q3 2019 sig-
nalled a slowdown in the year-on-year growth of gross
value added in industry, trade, services and construction.
However, the correlation between confidence and gross
value added in construction is very low.

The Czech Statistical Office’s consumer confidence indi-
cator increased slightly in Q3 after more than a year of
steady decline. This trend suggests that household final
consumption expenditure maintained its momentum in
H2 2019 because the confidence indicator has a lead of
one to two quarters. The European Commission’s con-
sumer confidence indicator continued its gentle down-
ward trajectory. Compared to the previous quarter, this
could be attributed to the slightly worse assessment of

economic performance, the financial situation faced by
households, and the lower propensity to consume.

With all of its components slackening, the composite
confidence indicator is signalling there will be a slow-
down in the year-on-year growth of gross value added in
Q3 2019. On the other hand, the growth of gross value
added has been more or less stable since Q2 2018, while
the composite confidence indicator decreased quite sig-
nificantly during that period.

The composite leading indicator points to a clear nar-
rowing of the output gap in H2 2019, which might be
a sign that the economy is entering a downward stage of
the business cycle.



Graph 2.2.1: Confidence and GVA in Industry

2005=100 (lhs), YoY growth in % (rhs)
120

e Confidence indicator

110 Grossvalue added (rhs)

100

90

80

70

60

24

16

-8

-16

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

24

Graph 2.2.3: Confidence and GVA in Trade and Services
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Graph 2.2.5: Decomposition of Consumer Sentiment
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Graph 2.2.7: Composite Leading Indicator
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Graph 2.2.2: Confidence and GVA in Construction
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Graph 2.2.4: Consumer Confidence and Consumption
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Graph 2.2.6: Composite Confidence Indicator and GVA
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3 Forecast of Macroeconomic Developments in the CR

3.1 Economic Output

3.1.1 GDP in the Second Quarter of 2019

Economic output measured by real GDP was up 2.5% YoY
(versus 2.4%) in Q2 2019, after seasonal adjustment GDP
climbed by 0.7% QoQ (versus 0.6%). All sectors except
for manufacturing contributed to the quarter-on-quarter
GDP growth. Year-on-year GDP growth was driven by ris-
ing foreign and, especially, domestic demand. The main
pro-growth items were final consumption expenditure of
households and the general government. The contribu-
tion made by the balance of foreign trade in goods and
services was positive.

Consumption of households rose on the back of growth
in their disposable income, with consumer confidence
running high. By contrast, the year-on-year increase in
the savings rate stifled the momentum of household fi-
nal consumption expenditure. Growth in expenditure on
consumer durables slowed further and falls well short of
the long-term average. Even so, expenditure on semi-
durables continues to rise at speed. Consequently, de-
velopments in the savings rate, consumer confidence
and the structure of household expenditure all signal
that households are being more cautious. In real terms,
household final consumption expenditure increased by
2.6% (as forecast). General government consumption
went up by 3.4% (versus 2.4%), mainly on account of the
momentum exhibited by employment, social benefits in
kind and intermediate consumption.

Gross fixed capital formation virtually stagnated, creep-
ing up by a mere 0.2% (versus 1.9%). Investments in in-
tellectual property products and in housing had a pro-
growth effect, while investments in machinery and
equipment (including transport equipment) fell year on
year. From the sectoral point of view, investment activity
was driven solely by investment of the general govern-
ment sector financed from national resources. Private
investment, on the contrary, slowed the momentum.
With the change in inventories making essentially zero
contribution, gross fixed capital formation increased by
almost as much as fixed capital investment, rising by
0.3% (versus 0.2%).

With export markets plainly slowing, there was a reduc-
tion in the year-on-year growth of exports of goods and
services compared to the same quarter of the previous
year. As a result, overall exports rose by 1.5% (versus
3.5%) in Q2 2019. Following the weaker growth of ex-
ports and import-intensive investment demand, imports
of goods and services slowed to 0.8% (versus 2.9%).

The higher growth of export prices compared to import
prices improved the terms of trade by 0.3% (versus

0.2%). Consequently, real gross domestic income rose by
2.8% YoY (versus 2.6%).

Gross operating surplus increased by 5.1% (versus 4.7%),
compensation of employees climbed by 7.6% (versus
7.4%), and the net taxes on production were up by 5.1%
YoY (versus 3.7%). As a result, nominal GDP posted 6.2%
growth (versus 5.8%).

3.1.2 Forecast for the Years 2019 and 2020

We estimate that real GDP increased by 3.4% YoY (un-
changed) and by 0.3% QoQ (versus 0.4%) in Q3 2019.
The year-on-year growth rate was significantly affected
by calendar effects — Q3 2019 had three business days
more than the same quarter of the previous year, adding
0.9 pp to GDP growth. The estimated reduction in the
quarter-on-quarter momentum of GDP echoes data on
economic developments in Q3 2019 available as of the
forecast cut-off date (confidence indicators, output in
industry and construction, sales in retail and services,
and external trade).

In 2019, economic growth should be driven primarily by
domestic demand, headed by strong household final
consumption expenditure. GDP growth should also be
boosted by general government consumption and, to
a lesser extent, by investment activity. The external trade
balance should also have a positive effect on GDP mo-
mentum. We forecast that real GDP will grow by 2.5%
(unchanged) in 2019 and by 2.0% (versus 2.3%) in 2020.

Household consumption will continue to benefit from
rising real disposable income, although its growth is set
to be a lot slower than in 2018 (due to lower growth of
wage and business income and higher inflation), despite
the fact that numerous discretionary changes in the so-
cial area will be positively reflected in its momentum al-
so in the next year. In the short term, household con-
sumption should also be reinforced by dynamics of
consumer lending. By contrast, the increased taxation of
cigarettes, tobacco and alcohol should have a slightly
negative effect in the next year. The growth of house-
hold final consumption expenditure should also be
curbed by the continuing rise in the savings rate, alt-
hough this should not be as distinctive as in 2018. Con-
sequently, real household consumption should deceler-
ate to 2.7% in 2019 (versus 2.8%) and 2.4% in 2020
(versus 2.6%).

We forecast that general government final consumption
expenditure will climb by 3.0% (versus 2.4%) in 2019 and
by 1.8% (versus 1.9%) in 2020. The key factor underscor-
ing the growth of government consumption in 2019 will
be the rise in social benefits in kind, based mainly on
health insurance plans, as well as payments to cover the



fare discounts that students and seniors are entitled to.
The momentum will also be boosted by higher employ-
ment and a rise in expenditure on the purchase of goods
and services, with contribution of current subsidies from
EU funds.

Growth in gross fixed capital formation is forecast to de-
celerate sharply in 2019 under external pressure and as
a result of the economic slowdown in the main trading
partner countries. Monetary conditions should have a
more or less neutral effect on investment activity, while
growth in the gross operating surplus should, if anything,
stimulate investment, as should the persistent labour
shortage and a decline in the relative price of capital ver-
sus labour costs. Overall, private investment activity is
expected to be broadly flat in both years. In the case of
investment of the general government sector, we expect
that investment expenditure financed from national re-
sources will grow in both 2019 and 2020. Planned acqui-
sitions of military technology in excess of CZK 80 billion
could pose a significant upside risk (no details are avail-
able yet). Total investment should also be underpinned
by the ongoing implementation of projects co-financed
by EU funds. Consequently, gross fixed capital formation
could grow by 0.9% (versus 2.5%) in 2019 and by 0.7%

(versus 2.4%) in 2020. The significant slowdown in the
momentum of investment activity in 2019 reflects exter-
nal risks and foreign demand, as well as the slowdown in
general government investments. The level of general
government investments in 2018 has resulted in a high
basis for comparison, not only as regards the amounts
budgeted, but also in view of the fact that EU resources
allocated for 2014 and 2015 could only be utilised by the
end of last year. Going forward, we expect a normal level
of investment co-financed by the EU.

We project that the contribution of change in inventories
to GDP growth will be zero in 2019 and 2020. Total gross
capital formation should thus increase by 0.7% both this
year and next (versus 1.2% and 2.2%, respectively).

We forecast that exports of goods and services will grow
by 2.0% (versus 3.6%) in 2019 and by 1.6% (versus 3.3%)
in 2020. Momentum in exports of goods and services in
2019 should be lower than in the previous year due to
the slowing export markets and the decline in export
performance (see section 3.4). The slowdown in exports
and import-intensive investment demand will be reflect-
ed in a lower rate of import of goods and services. As
aresult, imports are likely to increase by 1.6% (versus
3.4%) this year and by 1.3% (versus 3.4%) in 2020.
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Graph 3.1.1: Resources of Gross Domestic Product Graph 3.1.2: GDP by Type of Expenditure
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Graph 3.1.3: Real Gross Domestic Product Graph 3.1.4: Real Consumption of Households
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Graph 3.1.5: Nominal Consumption of Households Graph 3.1.6: Investment by Type of Expenditure
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Graph 3.1.7: Investment by Sector Graph 3.1.8: Investment Co-financing from EU Funds
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Table 3.1.1: Real GDP by Type of Expenditure — yearly

chained volumes, reference year 2010

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Gross domestic product bill. czk 2010 3981 4089 4307 4412 4604 4740 4861 4958 5067 5173
growth in % -0.5 2.7 5.3 2.5 4.4 3.0 2.5 2.0 2.2 2.1
growth in % Y -0.5 2.7 5.4 2.4 4.5 2.9 2.5 2.0 2.1 2.1
Private consumption expenditure 2 bill.czk 2010 1931 1966 2038 2113 2202 2276 2339 2395 2450 2502
growth in % 0.5 1.8 3.7 3.6 4.3 3.4 2.7 2.4 2.3 2.1
Government consumption exp. bill. CZK 2010 803 812 827 849 860 894 921 938 955 973
growth in % 2.5 1.1 1.9 2.7 1.3 3.9 3.0 1.8 1.9 1.9
Gross capital formation bill. CZK 2010 997 1083 1223 1171 1217 1282 1291 1300 1325 1356
growth in % -5.1 8.6 13.0 -4.3 4.0 5.3 0.7 0.7 2.0 2.3
Gross fixed capital formation bill.czk 2010 1016 1056 1164 1127 1169 1253 1264 1273 1298 1329
growth in % -2.5 3.9 10.2 3.1 3.7 7.2 0.9 0.7 2.0 2.4
Change in stocks and valuables bill. CZK 2010 -19 26 59 43 48 29 27 27 27 27
Exports of goods and services bill. czk 2010 2984 3242 3437 3586 3828 3996 4077 4142 4230 4325
growth in % 0.2 8.7 6.0 4.3 6.7 4.4 2.0 1.6 2.1 2.2
Imports of goods and services bill. czk 20108 2734 3008 3212 3302 3498 3706 3764 3813 3889 3978
growth in % 0.1 10.1 6.8 2.8 5.9 5.9 1.6 1.3 2.0 2.3
Gross domestic expenditure bill.czk 2010 3733 3860 4087 4132 4279 4451 4550 4632 4730 4830
growth in % -0.6 3.4 5.9 1.1 3.5 4.0 2.2 1.8 2.1 2.1
Methodological discrepancy * bill. CZK 2010 -1 -4 -7 -5 -5 -3 -3 -4 -5 -5
Real gross domestic income bill. czk 2010 3956 4112 4344 4486 4644 4783 4915 5023 5146 5265
growth in % 0.4 3.9 5.6 3.3 3.5 3.0 2.8 2.2 2.4 2.3
Contributions to GDP growth
Gross domestic expenditure pp -0.6 3.2 5.5 1.0 3.3 3.7 2.1 1.7 2.0 2.0
Consumption pp 0.8 1.1 2.2 2.2 2.2 2.4 1.9 1.5 1.5 1.4
Household expenditure pp 0.3 0.9 1.8 1.7 2.0 1.6 1.3 1.1 1.1 1.0
Government expenditure pp 0.5 0.2 0.4 0.5 0.2 0.8 0.6 0.4 0.4 0.4
Gross capital formation pp -1.3 2.1 3.4 -1.2 1.0 1.4 0.2 0.2 0.5 0.6
Gross fixed capital formation pp -0.6 1.0 2.6 -0.8 0.9 1.8 0.2 0.2 0.5 0.6
Change in stocks pp -0.7 1.1 0.8 0.4 0.1 0.4 0.0 0.0 0.0 0.0
Foreign balance pp 0.1 -0.5 0.2 1.4 1.1 -0.8 0.4 0.3 0.2 0.1
External balance of goods pp 0.1 0.1 -1.1 1.0 0.8 -0.5 0.3 0.2 0.2 0.1
External balance of services pp 0.0 0.4 0.9 0.4 0.3 0.3 0.1 0.1 0.1 0.1
Gross value added bill. czk 2010 3606 3729 3905 3999 4168 4298
growth in % -0.5 3.4 4.7 2.4 4.2 3.1
Net taxes and subsidies on products bill. CZK 2010 375 363 402 414 437 443

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.

25



26

Table 3.1.2: Real GDP by Type of Expenditure — quarterly

chained volumes, reference year 2010

2018 2019

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Estimate Forecast
Gross domestic product bill. CZK 2010 1108 1195 1202 1235 1139 1225 1244 1253
growth in % 3.6 2.7 2.5 3.1 2.8 2.5 3.4 1.5
growth in % 4.2 2.4 2.5 2.7 2.7 2.8 2.5 1.8
QoQin % 0.6 0.6 0.6 0.9 0.6 0.7 0.3 0.2
Private consumption expenditure 2 bill. CZK 2010 542 569 575 590 558 584 593 604
growth in % 4.1 3.7 3.1 2.7 2.9 2.6 3.1 2.4
Government consumption exp. bill. CZK 2010 208 218 219 249 214 226 225 256
growth in % 3.5 3.4 5.1 3.8 2.8 3.4 3.0 2.8
Gross capital formation bill. CZK 2010 266 320 363 332 279 321 362 329
growth in % 11.2 4.1 5.1 2.3 4.8 0.3 -0.2 -1.1
Gross fixed capital formation bill. CZK 2010 271 303 326 353 279 304 332 350
growth in % 6.4 7.2 7.7 7.2 3.0 0.2 1.6 -1.0
Change in stocks and valuables bill. CZK 2010 -5 17 37 221 0 18 31 -21
Exports of goods and services bill. CZK 2010 993 1013 948 1043 1006 1028 989 1054
growth in % 3.6 4.2 4.2 5.6 1.3 1.5 4.3 1.1
Imports of goods and services bill. CZK 2010 900 924 901 980 917 931 924 991
growth in % 6.1 5.6 6.6 5.5 1.9 0.8 2.5 1.2
Gross domestic expenditure bill. CZK 2010 1016 1107 1156 1172 1051 1130 1179 1190
growth in % 5.7 3.7 4.0 2.8 3.4 2.1 2.0 1.6
Methodological discrepancy * bill. CZK 2010 -1 -1 -1 0 -1 -2 -2 2
Real gross domestic income bill. CZK 2010 1124 1206 1207 1245 1155 1240 1253 1267
growth in % 4.6 3.1 1.7 2.8 2.7 2.8 3.8 1.8

Gross value added bill. CZK 2010 1010 1083 1089 1115 1039 1110

growth in % 3.5 2.8 2.7 3.4 2.8 2.5

growth in % 4.2 2.5 2.7 3.0 2.7 28

QoQin %Y 0.8 0.7 0.6 0.9 0.6 0.8

Net taxes and subsidies on products bill. CZK 2010 99 112 114 120 101 115

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

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Forecast Forecast Outlook Outlook

Gross domestic product bil.czki 4098 4314 4596 4768 5047 5329 5645 5894 6146 6404

growth in % 0.9 5.3 6.5 3.7 5.9 5.6 5.9 4.4 4.3 4.2

Private consumption expenditure g bill.czki 2025 2074 2152 2243 2393 2530 2673 2809 2930 3051

growth in % 1.4 2.4 3.8 4.2 6.7 5.7 5.7 5.1 4.3 4.1

Government consumption exp. bill. czK 826 849 883 919 968 1064 1150 1200 1252 1306

growth in % 2.7 2.8 4.0 4.0 5.4 9.9 8.1 4.3 4.3 4.3

Gross capital formation bill.czki 1011 1116 1285 1239 1306 1394 1439 1472 1522 1581

growth in % -4.9 10.4 15.1 -3.6 5.4 6.8 3.2 2.3 3.4 3.9

Gross fixed capital formation pill.czki 1027 1084 1216 1189 1250 1358 1403 1436 1486 1545

growth in % 2.4 5.5 12.2 -2.3 5.2 8.6 33 2.4 3.5 4.0

Change in stocks and valuables bill. CZK -16 32 68 50 56 36 36 35 36 36

External balance bill. CZK 236 275 276 368 380 340 382 413 442 466

Exports of goods and services bill.czki 3150 3561 3725 3793 4024 4177 4330 4409 4510 4630

growth in % 1.9 13.0 4.6 1.8 6.1 3.8 3.7 1.8 2.3 2.6

Imports of goods and services bill.czki 2914 3286 3449 3425 3644 3837 3948 3996 4068 4164

growth in % 0.6 12.8 5.0 -0.7 6.4 5.3 2.9 1.2 1.8 2.3

Gross national income bill.czki 3854 4023 4286 4459 4737 5032 5341 5589 5828 6071

growth in % 1.2 4.4 6.5 4.0 6.2 6.2 6.1 4.6 4.3 4.2

Primary income balance bill. CZK -245 -291 -310 -309 -310 -297 -304 -305 -317 -333
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
2018 2019

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Prelim. Prelim. Estimate Forecast

Gross domestic product bill. €ZK 1230 1334 1352 1412 1307 1417 1444 1477

growth in % 6.2 5.3 5.0 5.8 6.2 6.2 6.8 4.6

Private consumption expenditure * bill. CZK 595 630 644 661 630 665 683 695

growth in % 5.9 6.1 6.0 5.0 5.9 5.6 6.0 5.2

Government consumption exp. bill. cZK 239 255 261 309 258 279 282 332

growth in % 10.2 9.2 11.9 8.5 7.9 9.2 8.0 7.4

Gross capital formation bill. CZK 285 346 397 366 308 356 404 370

growth in % 10.8 4.6 7.2 5.4 8.2 2.9 1.9 1.0

Gross fixed capital formation bill. CZK 289 326 355 388 307 336 368 392

growth in % 6.0 7.7 9.8 10.4 6.1 2.9 3.8 1.0

Change in stocks and valuables bill. CZK -4 20 42 -22 2 21 36 -22

External balance bill. CZK 111 103 51 75 110 117 75 80

Exports of goods and services bill. CZK 1023 1055 996 1103 1064 1090 1051 1126

growth in % -0.5 2.3 5.3 8.3 4.0 3.2 5.5 2.0

Imports of goods and services bill. CZK 912 953 945 1028 954 973 975 1046

growth in % 0.6 3.2 8.8 8.6 4.6 2.1 3.2 1.7

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

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
GDP bill.czki 4098 4314 4596 4768 5047 5329 5645 5894 6146 6404
growth in % 0.9 5.3 6.5 3.7 5.9 5.6 5.9 4.4 4.3 4.2
Balance of taxes and subsidies bill. czK 402 381 434 454 495 514 524 547 566 586
% of GDP 9.8 8.8 9.4 9.5 9.8 9.6 9.3 9.3 9.2 9.2
growth in % 4.2 5.1 13.8 4.7 9.0 3.7 2.0 4.3 3.5 3.6
Taxes on production and imports bill. czk 528 518 571 595 637 667
growth in % 3.9 -1.8 10.1 4.3 7.0 4.7
Subsidies on production bill. czk 126 137 137 141 142 153
growth in % 2.7 8.5 -0.1 3.3 0.4 8.1
Compensation of employees bill.czki 1676 1735 1821 1928 2089 2291 2461 2606 2741 2871
(domestic concept) % of GDP 40.9 40.2 39.6 40.4 41.4 43.0 43.6 44.2 44.6 44.8
growth in % 0.7 3.5 5.0 5.9 8.4 9.7 7.4 5.9 5.2 4.7
Wages and salaries bill.czki 1275 1321 1384 1464 1585 1735 1863 1973 2075 2173
growth in % 0.5 3.6 4.8 5.7 8.3 9.5 7.4 5.9 5.2 4.7
Social security contributions bill. cZK 402 414 437 464 504 556 598 633 666 698
growth in % 1.4 3.1 5.5 6.4 8.6 10.2 7.5 5.9 5.2 4.7
Gross operating surplus bill.czki 2020 2198 2341 2386 2463 2524 2660 2742 2838 2947
% of GDP 49.3 50.9 50.9 50.0 48.8 47.4 47.1 46.5 46.2 46.0
growth in % 0.5 8.8 6.5 1.9 3.2 2.5 5.4 3.1 3.5 3.8
Consumption of capital bill. CZK 906 939 969 998 1026 1065 1126 1179 1231 1276
growth in % 3.0 3.6 3.2 3.0 2.9 3.8 5.7 4.7 4.4 3.6
Net operating surplus bill.czkt 1114 1259 1372 1388 1436 1459 1534 1563 1607 1671
growth in % -1.4 13.0 9.0 1.2 3.5 1.5 5.1 1.9 2.8 4.0
Source: CZSO. Calculations and forecast of the MoF.
Table 3.1.6: GDP by Type of Income — quarterly
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Prelim. Prelim. Estimate Forecast
GDP bill. czK 1230 1334 1352 1412 1307 1417 1444 1477
growth in % 6.2 53 5.0 5.8 6.2 6.2 6.8 4.6
Balance of taxes and subsidies bill. cZK 108 132 140 134 110 139 141 134
growth in % 4.8 2.9 3.5 4.0 1.9 5.1 1.2 0.0
Compensation of employees bill. CZK 545 571 567 608 588 614 607 651
(domestic concept) growth in % 10.7 10.3 9.7 8.1 8.0 7.6 7.1 7.0
Wages and salaries bill. cZK 411 431 430 462 444 464 461 494
growth in % 10.5 10.4 9.8 7.4 7.9 7.5 7.1 7.0
Social security contributions bill. cZK 133 140 137 147 144 150 146 157
growth in % 11.3 10.0 9.4 10.3 8.1 7.9 7.1 7.0
Gross operating surplus bill. czK 578 631 645 669 609 664 695 692
growth in % 2.6 1.6 1.6 4.1 5.4 5.1 7.7 3.4

Source: CZSO. Calculations and forecast of the MoF.



3.2 Prices

The year-on-year growth in consumer prices in Septem-
ber 2019 was 2.7% (versus 2.4%). The difference be-
tween the actual outcome and the forecast can be at-
tributed almost exclusively to the market component of
inflation. Administrative measures contributed 0.7 pp, of
which only -0.1 pp was related to the change in indirect
taxes (a reduction in value added tax on public transport).
The largest slice of the contribution made by regulated
prices was taken up by a hike in the electricity price
(0.4 pp). As for individual divisions of the consumer bas-
ket, the biggest contribution (1.3 pp) was made by hous-
ing, where of all divisions prices also rose at the fastest
rate (by 5.0% YoY).

In price-determining areas, the assumptions of the cur-
rent macroeconomic forecast are not that different from
those used for the previous forecast. Nevertheless, the
inflation forecast slightly reflects the weaker — compared
to the July forecast — exchange rate of the koruna against
the euro and the US dollar. The forecast is also affected
by the aforementioned difference between the actual
and forecasted inflation in September 2019. Price im-
pacts of these factors are only marginally cushioned by
the small reduction in the forecast for the growth rate of
household consumption.

In 2019, it is necessary to anticipate higher inflation than
in the previous year, which will be fuelled considerably
by administrative measures. The growth of regulated
prices has accelerated. Of these, the rise in the electrici-
ty price should have the most substantial impact (0.4 pp)
on the rise in consumer prices this year. We expect ad-
ministrative measures to contribute 0.7 pp (unchanged)
to the year-on-year growth of consumer prices in De-
cember 2019. This year, inflation should therefore be de-
termined primarily by market factors.

We expect to see strong pro-inflationary effects of the
robust rise in unit labour costs, combined with inflation-
ary pressures stemming from increasing household con-
sumption against the backdrop of a positive output gap.
The price of oil should have a moderate anti-inflationary
effect, while exchange rate developments will be more
or less neutral.

In Q4 2019, the year-on-year inflation will probably be in
the upper half of the tolerance band of the CNB’s target.
In 2019, the inflation rate should average 2.8% (versus
2.5%).

In 2020, the year-on-year inflation is again likely to be in
the upper half of the tolerance band of the CNB’s target,
and it may well exceed the upper limit of that band for
a short time (see Graph 3.2.1).

The growth in unit labour cost should slow further in
2020. Demand-pull inflationary pressures should also be

a little weaker than in 2019, given the trends expected in
household consumption and the output gap. Neverthe-
less, these factors should be decisive in determining the
market component underpinning developments in con-
sumer prices. Moderate anti-inflationary pressures could
stem from the projected fall in the price of oil, and the
exchange rate should have a more or less neutral effect.

In 2020, consumer prices will be affected by the follow-

ing changes in indirect taxes (see also section 1.5):

= reclassification of selected price representatives to
the second reduced value added tax rate in connec-
tion with the expansion of electronic sales registra-
tion, effective as of 1 May 2020;

= reclassification of heat to the second reduced value
added tax rate, effective as of 1 January 2020;

= increase in excise duty applied to tobacco products
and alcohol, effect expected as of 1 January 2020.

The aggregate technical impact of these measures on
the increase in consumer prices during 2020 could be
0.2 pp. However, we assume that the real impact will be
0.4 pp as prices tend to be sticky downward (the above-
mentioned value added tax reduction will not be fully
reflected in end-user prices).

In 2020, regulated prices should grow at a slower rate
than this year. Nevertheless, taking into account the
changes in indirect taxes, administrative measures are
expected to have more or less the same effect on infla-
tion in 2020 as in 2019. In view of the above, we forecast
that the average inflation rate in 2020 will slow down
only modestly to 2.6% (versus 2.2%).

In Q2 2019, the GDP deflator increased by 3.6% (versus
3.3%), with the gross domestic expenditure deflator
growing by 3.4% (versus 3.1%) and terms of trade im-
proving by 0.3% (versus 0.2%). Developments in the
gross domestic expenditure deflator reflected the growth
in deflators of the general government and household
consumption as well as of gross fixed capital formation.

In 2019, the GDP deflator should grow by 3.3% (versus
3.0%), mainly on the back of a rise in the gross domestic
expenditure deflator. In 2020, the reduced growth of the
gross domestic expenditure deflator could result in the
growth of GDP deflator slowing down to 2.4% (versus
2.1%). The contribution of terms of trade could be posi-
tive in both years.

The forecasted modest appreciation of the koruna and
the oil price momentum should affect expected devel-
opments in both export and import prices. As a result,
terms of trade could improve by 0.3% in both 2019 and
2020 (versus 0.2% in 2019; unchanged in 2020).
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Graph 3.2.1: Consumer Prices
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Graph 3.2.3: Core Inflation and Unit Labour Costs
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Graph 3.2.7: Housing Affordability in the CR
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Graph 3.2.2: Consumer Prices in Main Divisions
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Graph 3.2.4: Gross Domestic Product Deflator
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Graph 3.2.6: Offering Prices of Flats
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Table 3.2.1: Prices — yearly

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Consumer Price Index
Level average 2015=100 99.3 99.7 100.0 100.7 103.1 1053 108.3 111.1 113.3 115.5
Average inflation rate % 1.4 0.4 0.3 0.7 2.5 2.1 2.8 2.6 2.0 2.0
Administrative measures percentage points 1.4 0.4 0.2 0.2 0.1 0.3 0.6 0.6 0.4 0.4
Market increase percentage points 0.0 0.8 0.1 0.5 2.6 1.8 2.2 2.0 1.6 1.6
Level in December average 2015=100 99.4 99.5 99.5 101.5 103.9 106.0 109.1 1115 113.8 116.0
Annual inflation in December % 1.4 0.1 0.1 2.0 2.4 2.0 2.9 2.2 2.0 2.0
Harmonized index of consumer prices
Level average 2015=100 99.3 99.8 100.0 100.7 103.1 105.1 107.7 1104 1124 1145
Average inflation rate growth in % 1.4 0.4 0.3 0.6 2.4 2.0 2.5 2.5 1.8 1.9
Deflators
GDP average 2010=100¢ 102.9 105.5 106.7 108.1 109.6 112.4 116.1 1189 121.3 123.8
growth in % 1.4 2.5 1.2 1.3 1.4 2.5 3.3 2.4 2.0 2.1
Domestic final use average 2010=100; 103.5 104.6 105.7 106.5 109.1 112.1 115.7 1183 120.6 122.9
growth in % 0.5 1.1 1.0 0.7 2.4 2.7 3.2 2.3 1.9 2.0
Consumption of households average2010=100; 104.9 105.5 105.6 106.2 108.7 111.1 1143 117.3 119.6 122.0
growth in % 0.8 0.6 0.1 0.5 2.4 2.3 2.8 2.6 2.0 2.0
Consumption of government average2010=100; 102.8 104.6 106.7 108.1 112.6 119.0 124.9 128.0 131.0 134.2
growth in % 0.2 1.7 2.0 1.3 4.1 5.7 4.9 2.5 2.4 2.4
Fixed capital formation average2010=100¢ 101.1 102.7 104.5 105.4 106.9 108.4 111.0 112.8 1145 116.2
growth in % 0.1 1.6 1.8 0.9 1.4 1.4 2.4 1.7 1.4 1.6
Exports of goods and services average 2010=100; 105.6 109.8 108.4 105.8 105.1 104.5 106.2 106.4 106.6 107.0
growth in % 1.7 4.0 -1.3 2.4 -0.6 -0.6 1.6 0.2 0.2 0.4
Imports of goods and services average2010=100; 106.6 109.2 107.4 103.7 104.2 103.5 1049 104.8 104.6 104.7
growth in % 0.5 2.5 -1.7 3.4 0.4 -0.6 1.3 -0.1 0.2 0.1
Terms of trade average 2010=100 99.0 100.5 100.9 102.0 100.9 101.0 101.3 101.6 1019 102.3
growth in % 1.2 1.5 0.4 1.0 -1.0 0.0 0.3 0.3 0.3 0.3

Y The contribution of change in regulated prices and indirect taxes to the average inflation rate.
Source: CZSO, Eurostat. Calculations and forecast of the MoF.
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Table 3.2.2: Prices — quarterly

2018 2019

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast
Consumer Price Index average 2015=100 104.5 105.2 105.8 106.0 107.3 108.1 108.8 108.9
growth in % 1.9 2.3 2.4 2.1 2.7 2.8 2.8 2.7

Of which the contribution of:
Administrative measures ) percentage points 0.2 0.3 0.3 0.3 0.5 0.6 0.6 0.7
Market increase percentage points 1.7 2.0 2.1 1.8 2.2 2.2 2.2 2.0
Harmonized index of consumer average 2015=100 104.3 105.1 105.6 105.5 106.8 107.6 108.2 108.2
prices growth in % 1.7 2.1 2.3 1.8 2.3 2.4 2.5 2.5

Deflators

GDP average 2010=100 111.0 111.7 1125 114.3 114.7 115.7 116.1 117.9
growth in % 2.6 2.5 2.5 2.6 3.4 3.6 3.2 3.1
Domestic final use average 2010=100 110.1 111.3 112.6 114.1 113.8 115.1 116.0 117.4
growth in % 2.1 2.5 3.3 3.0 3.4 3.4 3.1 2.9
Consumption of households average 2010=100 109.7 110.7 112.0 112.1 112.9 114.0 115.1 115.2
growth in % 1.7 2.3 2.8 2.2 2.9 2.9 2.8 2.7
Consumption of government average 2010=100 115.2 116.9 119.1 123.9 120.8 1235 124.9 129.5
growth in % 6.5 5.7 6.5 4.5 4.9 5.6 4.9 4.5
Fixed capital formation average 2010=100 106.8 107.8 108.8 109.8 110.0 110.6 111.1 112.1
growth in % -0.4 0.5 1.9 3.0 3.0 2.6 2.2 2.0
Exports of goods and services average 2010=100 103.0 104.2 105.1 105.8 105.8 106.0 106.3 106.8
growth in % -4.0 -1.8 1.1 2.5 2.7 1.7 1.1 0.9
Imports of goods and services average 2010=100 101.3 103.0 104.8 104.9 104.0 104.5 105.5 105.5
growth in % 5.2 -2.3 2.1 3.0 2.7 1.4 0.6 0.5
Terms of trade average 2010=100 101.7 101.1 100.3 100.9 101.7 101.5 100.7 101.3
growth in % 1.2 0.5 -1.0 -0.4 0.0 0.3 0.5 0.4

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



3.3 Labour Market

The labour market has been exhibiting signs of overheat-
ing for several years. However, it appears to be reaching
its limits. Employment growth is showing a tendency to
slow down and has virtually come to a standstill in the
Labour Force Survey methodology. While the interna-
tionally comparable unemployment rate evidently bot-
tomed out at around 2%, registered unemployment con-
tinues to fall moderately. There are around 350,000
vacancies; this is more than double the previous highs
reported in 2008. The ongoing robust increases in wages
and salaries echo this situation.

According to the Labour Force Survey, employment grew
by 0.1% YoY (versus 0.7%) in Q2 2019. The number of
employees went up by 0.3% (versus 0.8%) and the num-
ber of entrepreneurs dipped by 0.3% (versus growth by
0.5%). While the number of entrepreneurs without em-
ployees fell by 0.3%, the decline in the number of entre-
preneurs with employees was a more pronounced 2.0%.
Broken down by age structure, the growth was driven by
the 45-49 and 55-59 brackets; in the younger age groups,
demographic factors played a role in the decrease in
employment.

From the sectoral perspective, the biggest contributors
to employment growth (business statistics, FTE) in abso-
lute terms were the wholesale and retail trade, profes-
sional, scientific and technical activities, and sectors in
which the general government sector is dominant (edu-
cation; health care and social work activities). Converse-
ly, there was a significant decrease in manufacturing (by
7,000) and in administrative and support service activi-
ties (where employment agencies are heavily represent-
ed).

Scarcity of labour has long been evident in virtually all
sectors of the economy and in almost all regions (in Sep-
tember 2019, the number of vacancies surpassed the
number of unemployed in 10 out of 14 regions). This fac-
tor severely impedes economic growth (in Q3 2019, the
labour shortage was singled out as the main barrier to
production growth by almost a third of industrial enter-
prises and nearly a half of construction companies).

Considering how extremely low unemployment is, fur-
ther increases in employment via this channel are virtu-
ally impossible. Consequently, companies and institu-
tions often resolve this shortage by recruiting employees
who would otherwise be economically inactive. Hiring
from outside the EU, especially from Ukraine, but also
from other post-Soviet or Asian countries, continues. In
the medium and long term, the current labour market
situation is paving the way for advances in automation
and robotization and the economy’s greater focus on
less labour-intensive sectors with higher value added.

Due to the lower growth in Q2 2019, we revise down our
forecast for employment growth this year to 0.3% (ver-
sus 0.7%). In Q3 and Q4 2019, as well as in 2020, em-

ployment should increase only marginally, owing to the
aforementioned factors and a gradual deceleration in
the growth of labour demand. In 2020 it should thus in-
crease by just 0.1% (versus 0.3%).

The unemployment rate (Labour Force Survey) fell to
1.9% (versus 2.2%) in Q2 2019, which is the lowest level
recorded in the history of the independent Czech Repub-
lic. However, in our opinion it will not decrease further.
This is also confirmed by developments in monthly data
on the seasonally adjusted unemployment rate (15-64
years), which has been fluctuating around 2% since the
end of last year. Growth in labour demand should weak-
en as the economy gradually slows down, and also as
a result of previous investment to increase productivity.
Due to demographic and some structural factors (in-
crease in the statutory retirement age) the supply of la-
bour should grow faster than demand. We could there-
fore see gradual and very modest increases in the
unemployment rate. Owing to the lower level in Q2,
however, we cut our forecast for 2019 to 2.0% (versus
2.2%). We expect a moderate rise to 2.2% (versus 2.3%)
in 2020. A more significant rise in unemployment should
be prevented by the extremely high number of vacancies
and significant number of foreign nationals granted
time-limited work permits who may be laid off first if
business were to flag. We expect unemployment to re-
main very low in the outlook horizon and to approach its
equilibrium level only very gradually.

The year-on-year decline in the share of unemployed
persons (Ministry of Labour and Social Affairs) is con-
tinuing to slow down, but we still assume that there is
some room, though very limited, for a further reduction.
This can be explained, for example, by the fact that some
job-seekers are engaging in non-colliding part-time em-
ployment (i.e. they still qualify as registered unem-
ployed), which means they are probably capable of de-
registration and taking on a full-time job. Another crucial
factor is that some people have had enforcement writs
issued against them and/or are working in the informal
economy, but may be motivated to find an official job by
the continuing robust wage growth and the very wide
range of vacancies on offer. We anticipate a decline in
the share of unemployed persons to 2.8% in 2019 and
2.6% in 2020 (unchanged in both years).

The participation rate (20-64 years) rose only slightly in
Q2 2019 — by 0.1 pp to 81.7% (versus 82.3%) — in con-
nection with lower employment growth.

Demographic aspects, specifically the representation of
age brackets with a naturally high degree of economic
activity (especially those in the 40-49 category), will play
the key role in further participation rate growth. The rise
in the statutory retirement age will also have an effect.
We expect the participation rate to average 82.1% (ver-
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sus 82.5%) in 2019, rising to 82.7% (versus 83.2%) in
2020 on account of the factors explained above.

The growth in wages and salaries in Q2 2019 slowed
down to 7.5% (versus 7.4%). Although earnings grew
most in real estate activities (+15.1%), overall growth
continued to be driven by strong wage and salary mo-
mentum in public administration, defence, education,
and health and social work (+10.7%). However, most in-
dustries recorded slackening wage growth; in the eco-
nomically important manufacturing, dynamics slowed to
5.7%, which was the lowest level since Q4 2014.

Developments in monthly data on cash receipts for so-
cial security contributions and a weakening growth rate
of wages in industry suggest that earnings momentum is
petering out. In Q3 2019, wages and salaries could have
grown by 7.1% (versus 7.2%).

The situation in the labour market is set to remain tense
for the rest of this year, and this will be reflected in the
continued high number of vacancies. Besides the labour
shortage, the hike in the minimum and guaranteed wage
(a year-on-year increase of 9.4%) has been another
strong impulse for wage growth. From the sectoral per-
spective, we expect the general government sector to
be a major contributor on the basis of the increase in

pay scales (especially in education). The wage slowdown
in industrial sectors in response to weakening foreign
demand should pull in the opposite direction. This year,
wages and salaries could therefore grow by 7.4% (un-
changed).

The lower demand for labour as the forecast slowdown
in economic output sets in should stifle the growth in
the number of employees and their average wages next
year. Another important factor will be the extent of the
increase in the minimum and guaranteed wage (no
agreement had been reached by the forecast cut-off
date). Wage and salary growth in 2020 could slow to
5.9% (unchanged).

In Q2 2019, the average wage (business statistics, FTE)
grew by 7.2% (versus 7.1%). Wage increases were again
uneven across the pay distribution range. By far the fast-
est growth was reported in low- and middle-income pro-
fessions. The median wage rose by 6.9% in Q2 2019.
There may have been an increase in the average nominal
wage of 6.9% (versus 7.0%) in Q3 2019, and of 7.1% (un-
changed) in 2019 as a whole. In 2020, the rate at which
the average wage increases could slow down to 5.7%
(unchanged).
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Table 3.3.1: Labour Market — yearly

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Forecast Forecast Outlook Outlook
Labour Force Survey
Employment av.in thous.personsi 4937 4974 5042 5139 5222 5294 5311 5314 5320 5322
growth in % 1.0 0.8 1.4 1.9 1.6 1.4 0.3 0.1 0.1 0.0
Employees av.inthous.persons; 4055 4079 4168 4257 4327 4396 4419 4423 4428 4430
growth in % 1.5 0.6 2.2 2.1 1.7 1.6 0.5 0.1 0.1 0.0
Entrepreneurs and av. in thous.persons 882 895 874 882 894 897 893 892 892 892
self-employed growth in % -1.3 1.5 2.4 1.0 1.4 0.4 -0.5 -0.1 0.0 0.0
Unemployment av. in thous.persons 369 324 268 211 156 122 111 121 130 137
Unemployment rate averagein % 7.0 6.1 5.1 4.0 2.9 2.2 2.0 2.2 2.4 2.5
Long-term unemployment 1 av. in thous.persons 163 141 127 89 54 48
Labour force av.in thous.persons{ 5306 5298 5310 5350 5377 5415 5422 5435 5450 5458
growth in % 0.9 -0.2 0.2 0.8 0.5 0.7 0.1 0.2 0.3 0.2
Population aged 20-64 av. in thous.persons; 6659 6610 6566 6510 6456 6414 6380 6334 6294 6259
growth in % -0.6 -0.7 -0.7 -0.9 -0.8 -0.7 -0.5 -0.7 -0.6 -0.6
Employment/Pop. 20-64 averagein % 74.1 75.3 76.8 78.9 80.9 82.5 83.2 83.9 84.5 85.0
Employment rate 2064 2 averagein % 72,5 73.6 74.8 76.7 78.5 79.9 80.4 80.9 81.5 82.0
Labour force/Pop. 20-64 averagein % 79.7 80.1 80.9 82.2 83.3 84.4 85.0 85.8 86.6 87.2
Participation rate 20-64 * average in % 77.9 78.2 78.7 79.9 80.9 81.7 82.1 82.7 83.4 83.9
Participation rate 1564 > average in % 72.9 73.5 74.0 75.0 75.9 76.6 76.9 77.4 77.8 78.0
Registered unemployment
Unemployment av. in thous.persons 564 561 479 406 318 242 211 196 191 195
Share of unemployed * average in % 7.7 7.7 6.6 5.6 4.3 3.2 2.8 2.6 2.5 2.6
Wages and salaries
Average monthly wage *
Nominal CZK monthly 25035 25768 26591 27764 29638 31868 34116 36057 37896 39669
growth in % -0.1 2.9 3.2 4.4 6.7 7.5 7.1 5.7 5.1 4.7
Real Czk 2010 23447 24036 24730 25641 26735 28146 29304 30179 31111 31932
growth in % -1.5 2.5 2.9 3.7 4.3 5.3 4.1 3.0 3.1 2.6
Median monthly wage CZK monthly; 21110 21786 22414 23692 25398 27489
growth in % 1.4 3.2 2.9 5.7 7.2 8.2 . .
Wage bill growth in % 0.5 3.6 4.8 5.7 8.3 9.5 7.4 5.9 5.2 4.7
Labour productivity growth in % -0.8 2.2 3.8 0.8 2.8 1.6 1.6 1.7 2.1 2.1
Unit labour costs ® growth in % 0.5 0.4 0.8 3.1 3.6 6.3 4.5 3.8 2.9 2.6
Compens. of employees / GDP % 40.9 40.2 39.6 40.4 41.4 43.0 43.6 44.2 44.6 44.8

1

2,

3

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

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

5,

6)

Derived from full-time-equivalent employers in the entire economy.
Ratio of nominal compensation per employee to real productivity of labour.

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



Table 3.3.2: Labour Market — quarterly

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

Employment av. in thous. persons 5258 5289 5301 5326 5306 5296 5321 5322
YoY growth in % 1.7 1.8 0.8 1.2 0.9 0.1 0.4 -0.1
QoQ growth in % 0.6 0.2 0.0 0.5 0.2 -0.4 0.1 0.0
Employees av. in thous. persons 4367 4389 4398 4431 4411 4403 4423 4436
growth in % 2.1 2.1 0.9 1.3 1.0 0.3 0.6 0.1
Entrepreneurs and av. in thous. persons 891 900 903 895 894 893 898 886
self-employed growth in % -0.2 0.2 0.7 0.8 0.3 -0.8 -0.6 -1.1
Unemployment av. in thous.persons 130 118 127 111 110 102 116 116
Unemployment rate averagein % 2.4 2.2 2.3 2.0 2.0 1.9 2.1 2.1

Long-term unemployment 1 av. in thous.persons 41 36 37 35 36 33
Labour force av. in thous. persons 5388 5407 5429 5437 5415 5398 5438 5437
growth in % 0.6 1.0 0.4 0.9 0.5 -0.2 0.2 0.0
Population aged 20-64 av. in thous. persons 6431 6418 6407 6398 6403 6384 6372 6360
growth in % -0.7 -0.7 -0.7 -0.6 -0.4 -0.5 -0.5 -0.6
Employment/Pop. 20-64 averagein % 81.8 82.4 82.7 83.2 82.9 83.0 83.5 83.7
increase over a year 2.0 2.0 1.2 1.5 1.1 0.5 0.8 0.4
Employment rate 20-64 2 average in % 79.2 79.8 80.1 80.5 80.1 80.1 80.6 80.8
increase over a year 1.6 1.6 1.1 1.2 0.9 0.3 0.6 0.3
Labour force/Pop. 20-64 average in % 83.8 84.3 84.7 85.0 84.6 84.6 85.3 85.5
increase over a year 1.1 1.4 0.9 1.2 0.8 0.3 0.6 0.5
Participation rate 20-64 3 average in % 81.1 81.6 81.9 82.1 81.8 81.7 82.4 82.5
increase over a year 0.7 1.0 0.8 0.8 0.7 0.1 0.5 0.4
Participation rate 15-64 3 averagein % 76.1 76.4 76.8 77.0 76.6 76.5 77.1 77.2
increase over a year 0.6 0.8 0.6 0.8 0.6 0.1 0.3 0.2

Registered unemployment
Unemployment av. in thous. persons 280.7 238.7 228.7 219.5 238.6 207.3 202.9 197
Share of unemployed *) averagein % 3.8 3.1 3.0 2.9 3.2 2.7 2.7 2.6
Wages and salaries
Average monthly wage *

Nominal CZK monthly 30230 31815 31533 33871 32485 34105 33698 36177
growth in % 7.8 8.1 7.9 6.5 7.5 7.2 6.9 6.8
Real CzK 2010 26910 28133 27725 29725 28163 29349 28812 30906
growth in % 5.9 5.6 5.3 4.3 4.7 4.3 B8R0 4.0

Median monthly wage CZK monthly; 25690 27258 27734 29274; 27598 29127

growth in % 7.8 9.2 9.4 6.6 7.4 6.9
Wage bill growth in % 10.5 10.4 9.8 7.4 7.9 7.5 7.1 7.0

1)
2)
3)
4)

Persons in unemployment for longer than 12 months.

The indicator does not include employment over 64 years.
The indicator does not include labour force over 64 years.
Share of available job seekers aged 15 to 64 years in the population of the same age.
° Derived from full-time-equivalent employers in the entire economy.

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

37



38

Table 3.3.3: Income and Expenditures of Households — yearly

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Currentincome
Compensation of employees bill.czki 1627 1669 1692 1760 1852 1964 2127 2322 2477 2621
growth in % 2.5 2.6 1.3 4.0 5.3 6.0 8.3 9.2 6.7 5.8
Gross operating surplus bill.CZK 674 654 645 662 691 711 728 799 855 882
and mixed income growth in % -1.7 -2.9 -1.3 2.6 4.3 2.9 2.5 9.7 7.0 3.2
Property income received bill.CZK 153 147 158 166 166 175 165 172 178 187
growth in % -0.6 -4.0 7.8 5.1 -0.4 5.7 -5.8 3.9 3.7 5.2
Social benefits not-in-kind bill.czK 553 566 563 576 591 606 623 655 703 754
growth in % 2.1 2.4 -0.6 2.2 2.6 2.6 2.8 5.1 7.3 7.3
Other current transfers received bill.CZK 139 151 146 160 181 217 244 280 305 324
growth in % -0.5 8.6 -3.1 9.2 13.3 19.4 12.8 14.6 9.1 6.0
Current expenditure

Property income paid bill.CZK 21 15 21 16 14 14 16 23 22 24
growth in % -8.5 -27.2 40.5 -243 -10.7 0.2 8.3 44.4 -2.8 8.7
Curr. taxes on income and property bill.CZK 156 158 166 177 183 203 226 258 285 305
growth in % 8.1 1.6 4.9 6.9 3.2 111 11.0 14.4 10.4 7.2
Social contributions bill.cZK 640 654 670 696 732 775 836 910 975 1031
growth in % 3.1 2.3 2.4 3.8 5.3 5.8 7.8 8.9 7.2 5.7
Other current transfers paid bill.CZK 145 154 140 150 168 205 235 273 298 316
growth in % 3.2 6.2 9.3 6.9 11.9 22.5 14.7 16.3 9.0 5.8
Gross disposable income billczkt 2184 2206 2208 2285 2383 2474 2576 2763 2937 3092
growth in % 0.2 1.0 0.1 35 4.3 3.8 4.1 7.3 6.3 5.3
Final consumption billczkg 1952 1970 1997 2044 2125 2213 2361 2495 2636 2770
growth in % 2.0 0.9 1.3 2.4 3.9 4.1 6.7 5.7 5.6 5.1
Change in share in pension funds bill.cCZK 16 15 35 35 33 31 32 33 35 37
Gross savings bill.CZK 248 250 246 276 291 292 247 301 336 358

Capital transfers
(income (-) / expenditure (+)) bill.CZK -25 21 -13 -32 -12 -14 -11 -13 -18 -23
Gross capital formation bill.CZK 198 183 181 195 208 228 242 245 262 271
growthin %} -13.9 -7.8 -1.3 8.3 6.6 9.6 5.9 1.5 6.9 3.1
Change in financial assets and liab. bill.CZK 73 87 77 110 93 76 15 73 95 114
Real disposable income growth in % -1.5 -1.2 -0.8 2.9 4.2 3.3 1.7 4.9 3.4 2.6
Gross savings rate % 11.3 11.3 11.0 11.9 12.1 11.6 9.5 10.8 11.3 11.5

Source: CZSO. Calculations of the MoF.



3.4 External Relations

The current account balance to GDP ratio? was 0.7%
(versus 0.4%) in Q2 2019, meaning that it had improved
by 0.5% of GDP quarter on quarter.

Export market growth of 2.5% (versus 4.2%) in Q2 2019
lagged far behind expectations. The root cause was the
steep 15.9% QoQ decline in imports into the United
Kingdom (a consequence of a robust import growth in
Q1 2019). There was also a downturn in imports into
Slovakia and Germany. Taking into account the revised
forecast for developments in our main trading partners’
economies and expected trend in their import intensity,
we project that export market growth will slow to 2.6%
(versus 4.1%) this year and then to 1.7% (versus 3.4%) in
2020.

Export performance dipped by 0.1% (versus growth of
0.1%) in Q2 2019, a decline for the second quarter in
row. However, performance did not drop as much as in
the previous quarter, partly due to faster growth of do-
mestic industrial production, especially manufacture of
cars. A slowdown in the growth of final product prices
may also have contributed to a lesser decline in export
performance. We forecast a reduction in export perfor-
mance by 0.9% (versus 0.8%) this year. In 2020 we ex-
pect this drop to soften to 0.2% (versus 0.4%). This nega-
tive development reflects the growth in unit labour costs
related to the shortage of suitably skilled labour, and
predicted moderate appreciation of the koruna.

Within external trade (balance of payments methodolo-
gy) surplus on the balance of goods increased for the
first time since Q1 2017. In Q2 2019, current data put
the surplus at 4.0% of GDP (versus 4.1% of GDP). Higher
activity on the export side contributed to the increase in
the surplus.

Nominal volume of exports (statistics of external trade,
national concept) was positively affected by higher-than-
average growth in exports of machinery and transport
equipment, which account for more than half of all ex-
ports of goods. Within this group exports of cars and
electronic products were the most successful. Weak do-
mestic demand for capital goods lowered the import
momentum (see Section 3.1).

Prices of mineral fuels remain an important factor affect-
ing the goods terms of trade. In Q2 2019, the deficit on
the fuel part of the balance was 2.9% of GDP (as fore-
cast). As the oil price scenario has barely changed, we
envisage a reduction in the deficit to 2.7% of GDP in
2019 and then to 2.4% of GDP in 2020 (unchanged in
both years).

We estimate that the surplus on the balance of goods
will continue to increase and that it will come to 4.3% of
GDP (versus 4.2% of GDP) this year. We expect the sur-

2All quarterly figures relative to GDP are reported as annual rolling
totals.

plus to rise further in 2020 to 4.5% of GDP (versus 4.3%
of GDP). The improved forecast reflects positive external
trade developments in the first two months of Q3 2019.
This can be attributed to strong exports of motor vehi-
cles (boosted as car makers resolved issues related to
implementation of the WLTP method for measuring
emissions, which reduced the base in 2018), and a major
slowdown in domestic (especially investment) demand.
The planned procurement of military machinery worth
more than CZK 80 billion, which would have a one-time
impact on import momentum, poses a risk in the direc-
tion of worse external trade balance.

In Q2 2019, the surplus on the balance of services was
2.3% of GDP (as forecast). In the year-on-year compari-
son, contributory factors to the improved balance were
a rise in income from telecommunications services and
an improvement in the balance of repair work. With
one-off factors — in the form of a major hike in imports
of research and consulting services in Q3 2018 — fading,
we continue to expect stable developments in the sur-
plus on the balance of services. In relative terms it
should come to 2.3% of GDP (versus 2.4% of GDP) this
year and 2.4% of GDP (versus 2.5% of GDP) next year.

The current account balance to GDP ratio remained al-
most unchanged in the year-on-year comparison. The
decline in the surplus on the balance of goods and ser-
vices by 0.8% of GDP was offset by a reduction in the
primary and secondary income deficit to the same ex-
tent. The primary income balance improved by 0.5% of
GDP, reporting a deficit of 5.0% of GDP (versus 5.2% of
GDP) in Q2 2019. This improvement was attributed to
lower outflow of income from direct investments, re-
flecting a reduction in the growth of profitability among
foreign-owned companies. Primary income is exhibiting
high volatility over time; this is associated with the cycli-
cal development of the economy. In view of the labour
market and the persistent pressure on wage growth, and
hence a shift in GDP distribution from corporate net
profits to the compensation of employees, we forecast
that there will continue to be an impact on the profita-
bility of foreign-controlled companies in the future. In
this light, we believe that the primary income deficit rel-
ative to GDP will dip to 5.1% this year and then to 4.9%
in 2020 (versus 5.2% of GDP in both years).

In this context, we estimate that the current account of
the balance of payments will report a surplus amount-
ing to 0.9% of GDP (versus 0.6% of GDP) in 2019. We
forecast a further rise in the surplus to 1.4% of GDP (ver-
sus 0.8% of GDP) in 2020.
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Graph 3.4.1: Current Account
four-quarter moving totals, in % of GDP, BoP methodology
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Graph 3.4.5: GDP and Goods Imports of Partner Countries
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Graph 3.4.7: Deflator of Exports of Goods

YoY growth in %, contributions in percentage points

I Reached prices
-8 mmmmm Exchange rate
e D eflator

1/15 /16 1/17 1/18 1/19 1/20

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

40 Macroeconomic Forecast of the CR
November 2019

1/20

Graph 3.4.2: Balance of Trade
four-quarter moving totals, in % of GDP, national concept
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Graph 3.4.4: Balance of Primary Income
four-quarter moving totals, in % of GDP
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Graph 3.4.6: Real Exports of Goods
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Table 3.4.1: Balance of Payments — yearly

international investment position and gross external debt — end of period

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Forecast Forecast

Goods and services bill.czK 157 201 237 276 266 353 387 338 375 406

% GDP 3.9 5.0 5.8 6.4 5.8 7.4 7.7 6.3 6.6 6.9

Goods bill.cZK 75 124 167 220 188 246 259 217 243 264

% GDP 1.9 3.0 4.1 5.1 4.1 5.2 5.1 4.1 4.3 4.5

Services bill.CZK 81 78 70 56 78 108 128 121 132 142

% GDP 2.0 1.9 1.7 1.3 1.7 2.3 2.5 2.3 2.3 2.4

Primaryincome bill.CZK -223 -238 -249 -261 -255 -252 -255 -282 -289 -291

% GDP -5.5 -5.9 -6.1 -6.0 5.5 5.3 5.1 5.3 5.1 -4.9

Secondaryincome bill.CZK -18 -27 -10 -7 0 -27 -48 -40 -35 -34

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

Current account bill.cZK -85 -63 -22 8 11 74 83 16 51 81

% GDP -2.1 -1.6 -0.5 0.2 0.2 1.6 1.7 0.3 0.9 1.4

Capital account bill.CZK 13 53 82 32 102 54 41 14 24 36

% GDP 0.3 1.3 2.0 0.7 2.2 1.1 0.8 0.3 0.4 0.6

Net lending/borrowing bill.cZK -72 -10 61 40 113 128 124 30 75 117

% GDP -1.8 -0.3 1.5 0.9 2.5 2.7 2.5 0.6 1.3 2.0
Financial account bill.CZK -75 12 68 64 175 117 121 12
Direct investments bill.cZK -47 -121 7 -80 50 -187 -46 91
Portfolio investments bill.CZK -6 -55 -93 90 -164 -170 -268 23
Financial derivatives bill.CZK 4 9 -5 -6 -5 11 -14 -15
Otherinvestments bill.cZK -9 116 -30 -13 -57 -102 -798 46
Reserve assets bill.cCZK -17 80 188 73 351 564 1246 50
International investment position bill.czki -1823 -1864 -1695 -1577 -1513 -1283 -1264 -1251
%GoP; -452 459 414 -36.6 -329 -269 -25.0 -235
Gross external debt bill.czki 2312 2434 2733 2947 3119 3498 4370 4355

% GDP 57.3 60.0 66.7 68.3 67.9 73.4 86.6 81.7

Source: CNB, CZSO. Calculations and forecast of the MoF.
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Table 3.4.2: Balance of Payments — quarterly
four-quarter moving totals, international investment position and gross external debt — end of period

2018 2019

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Estimate Forecast

Goods and services bill.cZK 374 368 344 338 335 346 371 375

% GDP 7.3 7.1 6.6 6.3 6.2 6.3 6.6 6.6

Goods bill.cZK 245 237 221 217 209 218 240 243

% GDP 4.8 4.6 4.2 4.1 3.9 4.0 4.3 4.3

Services bill.czK 129 131 123 121 126 128 131 132

% GDP 2.5 2.5 2.3 2.3 2.3 2.3 2.3 2.3

Primary income bill.CZK -297 -286 -288 -282 -280 -274 -282 -289

% GDP -5.8 -5.5 -5.5 -5.3 -5.2 -5.0 5.1 5.1

Secondary income bill.cZK -54 -51 -47 -40 -47 -36 -36 -35

% GDP -1.0 -1.0 -0.9 -0.7 -0.9 -0.7 -0.6 -0.6

Current account bill.CZK 24 32 10 16 8 36 53 51

% GDP 0.5 0.6 0.2 0.3 0.1 0.7 1.0 0.9

Capital account bill.CZK 42 34 31 14 6 16 20 24

% GDP 0.8 0.7 0.6 0.3 0.1 0.3 0.4 0.4

Net lending/borrowing bill.CZK 67 66 41 30 14 52 73 75

% GDP 1.3 1.3 0.8 0.6 0.3 1.0 1.3 1.3
Financial account bill.CZK 91 71 14 12 3 42
Direct investments bill.cCZK 2 -20 -68 91 97 -88
Portfolio investments bill.CZK 36 178 23 23 -76 -195
Financial derivatives bill.czK -15 -16 9 -15 -18 9
Otherinvestments bill.cCZK -55 -88 71 46 140 270
Reserve assets bill.cCZK 123 17 -3 50 54 64
International investment position stock in bill.CZK -1234 -1158 -1247 -1251 -1130 -1133
% GDP -24.1 -22.3 -23.8 -23.5 -20.9 -20.6
Gross external debt stock in bill.CZK 4300 4331 4339 4355 4365 4342
% GDP 84.0 83.5 82.6 81.7 80.8 79.1

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



Table 3.4.3: Decomposition of Exports of Goods (National Accounts Methodology) — yearly

seasonally adjusted

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Forecast Forecast
Gpp?Y averageof 2005=100; 103.6 104.5 105.4 107.8 110.1 112.6 1159 118.7 120 122
growth in % 3.6 0.9 0.8 2.3 2.2 2.3 2.9 2.4 1.4 1.2
Import intensity 2 averageof 2005=100¢ 103.9 103.1 104.7 107.3 110.8 113.2 116.2 118.4 120 120
growth in % 3.9 -0.8 1.5 2.5 3.3 2.1 2.7 1.9 1.2 0.4
Export markets® average of 2005=100; 107.6 107.8 110.4 115.7 122.1 127.5 134.7 140.5 144 147
growth in % 7.6 0.2 2.4 4.8 5.5 4.4 5.7 4.3 2.6 1.7
Export performance average of 2005=100; 102.4 106.7 104.8 109.2 109.1 108.8 110.3 110.4 109 109
growth in % 2.4 4.2 -1.7 4.2 -0.1 -0.2 1.3 0.1 -0.9 -0.2
Real exports average of 2005=100; 110.2 114.9 115.7 126.3 133.2 138.7 148.5 155.1 158 160
growth in % 10.2 4.4 0.6 9.2 5.4 4.2 7.1 4.4 1.7 1.5
1/ NEER average of 2005=100 97.0 101.2 103.0 108.6 109.9 106.9 103.9 100.2 101 100
growth in % -3.0 4.4 1.7 5.5 1.2 -2.8 -2.8 -3.6 0.5 -0.7
Prices on foreign markets averageof 2005=100; 103.9 102.8 102.6 101.0 98.4 98.3 100.5 103.5 105 105
growth in % 3.9 -1.1 -0.1 -1.6 -2.6 -0.1 2.2 3.0 1.0 0.7
Exports deflator average of 2005=100; 100.8 104.1 105.7 109.7 108.2 105.1 104.4 103.7 105 105
growth in % 0.8 3.2 1.5 3.8 -1.4 -2.8 -0.6 -0.7 1.5 0.0
Nominal exports averageof 2005=100; 111.0 119.6 122.2 138.5 144.0 145.7 155.1 160.8 166 168
growth in % 11.0 7.7 2.2 13.4 3.9 1.2 6.4 3.7 3.2 1.5
Y Weighted average of GDP of the seven most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland, France and Italy.
2 Index of ratio of real imports of goods to real GDP.
3 Weighted average of imports of goods of main partners.
Source: CNB, CZS0, Eurostat. Calculations and forecast of the MoF.
Table 3.4.4: Decomposition of Exports of Goods (National Accounts Methodology) — quarterly
seasonally adjusted
2018 2019
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast
GppY average of 2010=100 117.9 118.6 118.9 119.3 120.0 120.2 120 121
growth in % 2.8 2.8 2.2 1.7 1.8 1.3 1.2 1.1
Import intensity 2 average of 2010=100 117.3 117.8 118.7 119.7 119.9 119.2 120 120
growth in % 1.8 1.6 1.8 2.4 2.2 1.1 1.0 0.5
Export markets® average of 2010=100 138.2 139.7 141.2 142.9 143.9 143.2 144 145
growth in % 4.7 4.4 4.1 4.2 4.1 2.5 2.2 1.6
Export performance average of 2010=100 111.1 110.5 109.5 110.5 107.1 110.5 109 111
growth in % 0.9 -1.1 0.1 0.5 -3.5 -0.1 -0.1 0.1
Real exports average of 2010=100 153.5 154.5 154.6 157.8 154.2 158.2 158 161
growth in % 5.6 3.2 4.1 4.7 0.4 2.4 2.1 1.7
1/ NEER average of 2010=100 99.5 100.2 100.1 100.9 100.6 100.6 101 101
growth in % -7.4 -4.8 2.1 0.3 1.1 0.4 0.5 -0.1
Prices on foreign markets average of 2010=100 102.7 103.0 104.1 104.1 104.5 104.0 105 105
growth in % 3.0 2.9 3.3 2.6 1.7 1.0 0.5 1.0
Exports deflator average of 2010=100 102.2 103.2 104.2 105.1 105.1 104.7 105 106
growth in % -4.6 2.1 1.1 2.9 2.8 1.4 1.0 0.8
Nominal exports average of 2010=100 156.9 159.3 161.0 165.8 162.0 165.6 166 170
growth in % 0.7 1.1 5.3 7.7 3.3 3.9 3.1 2.6

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

Source: CNB, CZS0O, Eurostat. Calculations and forecast of the MoF.
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4 Survey of Other Institutions’ Forecasts

The averaged forecasts of surveyed institutions indicate
that real GDP should rise by 2.6% in 2019 and by 2.4% in
the next year. In 2019, prices should grow by 2.6%, be-
fore slowing to 2.2% in 2020. Dynamic growth of the av-
erage wage by 6.9% in 2019 should cool slightly to 5.5%
in 2020. In both years, there should be a small surplus on
the current account. With the exception of the current
account, the MoF’s forecast is broadly in line with the
average of surveyed institutions’ estimates.

According to the MoF, economic growth should be slight-
ly lower — real GDP could grow by 2.5% in 2019 and slow

Graph 4.1: Forecasts for Real GDP Growth in 2019
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Graph 4.3: Forecasts for Real GDP Growth in 2020
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Table 4.1: Summary of the Surveyed Forecasts

to 2.0% in 2020. The MoF’s forecast for inflation and av-
erage wage growth is slightly higher in both years than
the average of surveyed institutions’ estimates. In both
years, however, the MoF anticipates a current account
surplus close to the upper limit of the range of surveyed
institutions’ estimates. This may be due to the MoF plac-
ing more stress on the impact of expected slowdown in
domestic demand on the balance of goods, or of a reduc-
tion in profitability of foreign-controlled firms on the
primary income balance.

Graph 4.2: Forecasts for Average Inflation Rate in 2019
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Graph 4.4: Forecasts for Average Inflation Rate in 2020
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Note: The survey is based on publicly available forecasts of 16 institutions, of which 11 institutions are domestic (CNB, Ministry of Labour and Social
Affairs, Chamber of Commerce, 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 of the MoF.



5 The Impact of US Import Tariffs on Automobiles on the

Czech Economy

In its October 2019 forecast, the World Trade Organisa-
tion expects growth in world trade to accelerate from
1.2% in 2019 to 2.7% in 2020.3 The forecast for 2020 is
based on the assumption that there will be no escala-
tion of trade disputes, especially between the United
States and the EU. However, the risks of tariff increases
and the further fencing-in of economies are considera-
ble. According to regression estimates of volume elastic-
ities of external trade, a slowdown in global trade in
goods by 1.0 pp would prompt a 1.1 pp decline in Czech
real export momentum. In this context, the potential
escalation of trade disputes between the US and the EU
is a potential threat to the Czech economy.

Back in June 2018, the US imposed a 10% import duty
on aluminium and a 25% duty on steel from the EU,
which it justified by citing national security and efforts
to help the domestic steel industry. In the same month,
the EU adopted retaliatory measures on selected com-
modities. The US President subsequently asked the De-
partment of Commerce to run an analysis and make
recommendations regarding the protection of the US
automotive industry against imports of European cars
and vehicle components, again on grounds of national
security. US shelved this decision, which was due by
17 May 2019, for six months to allow more time for
trade talks with the EU. A decision on whether duties
will be imposed should be known by 15 November
2019. If no mutual agreement has been reached by then,
25% tariffs are likely to be imposed on imports of cars

Graph 5.1: Car Sales in the USA
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Source: U.S. Department of Commerce. Calculations of the MoF.

and parts to the US. The European Union would start to
apply the same rate to imports of American cars.*

According to the US Department of Commerce, car im-
ports accounted for 47.7% of total US car sales in 2018.
Imports of cars from the EU account for 6.8% of sales. As
for components, the EU accounts for 12.2% of imports of
parts and accessories into the US. 13.0% of cars exported
from the US are headed to the EU, with almost two thirds
ending up in Germany. Road vehicles account for 2.1% of
all US exports to the EU. The US is an important market
for European car manufacturers. According to the Euro-
stat database, in 2018 every tenth exported car from the
EU went to the US; cars from Germany (the main trading
partner of the CR) accounted for 15.1% of total car ex-
ports to the US. The share of road vehicles in total ex-
ports to the USA was 9.1%.

While the US is not a significant market for the CR, a de-
terioration in economic developments in the euro area,
where a high proportion of Czech exports is headed,
would pose a risk to the Czech economy. Taking into ac-
count the openness of the Czech economy and the posi-
tion of the automotive industry,® we are assessing the
potential impacts of these tariffs.

The analysis assesses both the direct and indirect impacts
of tariffs on the Czech economy. Direct effects stem from
a decline in the volume of foreign trade between the US
and the Czech Republic due to the higher tariffs. Indirect
impact is in the form of a derived effect of lower volume
of trade between the euro area and the US.

Graph 5.2: Imports of Car Components to the USA
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3 World Trade Organisation (2019): WTO lowers trade forecast as tensions unsettle global economy. World Trade Organisation, [accessed on
1 October 2019], <https://www.wto.org/english/news_e/pres19_e/pr840_e.htm>.

“ In addition to this, on 2 October 2019 the US announced that it was prepared to impose import duties of 10% on European aircraft and 25% on
selected agricultural and engineering products. These are goods with a nominal value of USD 7.5 billion per year. Customs duties would affect items
such as wine, Scotch, Irish whiskey, cheese and selected aviation technology. The US justifies this step by claiming that European aircraft manu-
facturer Airbus is unlawfully subsidised. The WTO’s Dispute Settlement Body officially authorised the imposition of tariffs on 14 October 2019. They

came into force on 18 October 2019.

> Ministry of Finance (2019): Macroeconomic Forecast — July 2019. Ministry of Finance of the Czech Republic [accessed on 3 October 2019],
<https://www.mfcr.cz/assets/en/media/Macroeconomic-Forecast-July-2019.pdf>.
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We apply the EU and US tariffs applicable for 2018, as
entered in the World Trade Organisation’s database. Af-
ter factoring in a 25% tariff on cars and parts, the effec-
tive duty rate on exports of goods to the US would be
3.1% for the Czech Republic (versus the current rate of
1.9%) and 6.5% for the euro area (versus 2.8%). The tar-
iffs applied are the same for individual commodities;
the differences in the effective rates result from the dif-
ferent structure of external trade. Goods exported from
the US to the euro area would be subject to an effective
tariff of 6.4% (versus the current rate of 3.4%).

However, the resultant impact that the introduction of
customs measures would have on the Czech economy
also depends on factors other than the level of the cus-
toms tariffs themselves, especially the extent of the
negative impact of customs tariffs on the EU economy
and, by extension, the US economy. In this respect, es-
timates vary widely, e.g. the Pictet Group® estimates a
one-off decline in the euro area’s GDP growth by 0.3 pp,
the IFO Institute’ reports a slowdown in the euro area
by 0.1 pp if US tariffs were to be unilaterally imposed
(the impact on the EU economy would be zero if the EU
were to take retaliatory action), and the Dutch Bureau
for Economic Policy Analysis (CPB)® discusses a positive
cumulative impact on the EU economy of up to 0.2% of
GDP by 2030. Similarly, according to the Trade Partner-
ship Worldwide,® the decline in external trade and
higher costs would slow down real GDP growth in the
US by around 0.4 pp over a period of one to three years.
CPB (Bollen, Rojas-Romagosa, 2018) states that the im-
pact on US GDP up to 2030 would be a negative 0.3 pp.

The MoF estimates that there will be one-off slowdown
in GDP growth in the euro area by 0.3 pp. For the US,
we envisage a slowdown in growth by 0.1 pp, partly be-
cause that economy is not so open. These figures do not
depart from the estimates outlined above.

As part of our regression analysis approach to identify-
ing the impact that customs tariffs on cars and parts
would have on the Czech economy, we work with the
above-mentioned effective tariff barriers and with
Czech external trade’s model-estimated price and vol-
ume elasticities.'® The import intensity figures are based

on the Czech Statistical Office’s symmetric input-output
tables for 2015. The analysis divides the impact of tariffs
into four channels.

The aggregate effect resulting from the impact on the
Czech Republic’s external trade in 2020 would be reflect-
ed in a slowdown in Czech GDP growth by 0.33 pp. The
analysis takes into account the estimated impact that the
weakening of net exports would have on domestic de-
mand. The slowdown in GDP due to a decrease in house-
hold final consumption expenditure and gross capital
formation would come to 0.11 pp.

Table 5.1: Individual Effects on Czech GDP
in % of GDP

2020
Direct exports of goods from the CR to the USA -0.02
Indirect export to the USAvia major trading partners -0.09
Effect of 0.3 pp weaker euro area GDP -0.23
Effect of 0.1 pp weaker USGDP 0.00
Total impact on foreign trade -0.33
Response of domestic demand -0.11
Total impact on GDP -0.45

Source: Calculations of the MoF.

The overall impact of a one-off slowdown in the Czech
economy could thus amount to approximately 0.5 pp.
This is a mean estimate and could be much more pro-
nounced if combined with a no-deal Brexit.

The calculation provides a one-time annual impact on the
GDP of the Czech Republic. The drop in the rate of GDP
growth here would likely be temporary. In the medium
term, adjustment of the exchange rate or a more ac-
commodative monetary policy of the CNB would help
economic growth to regain momentum. Long-term im-
pacts will also depend on the speed at which companies
in the Czech Republic and, especially, in the EU establish
new business relationships (amid softening dynamics of
the global economy any eventual reorientation on new
markets will be even more challenging). In this respect,
for example, the IFO Institute (Felbermayr, Steininger,
2019) estimates that 90% of contracts should be redi-
rected towards new customers within five years.

6 Gharbi, Nadia (2019): The threat of US tariffs to the euro area. Pictet Wealth Management, [accessed on 20 September 2019],
<https://www.group.pictet/wealth-management/threat-us-tariffs-euro-area>.

7 Felbermayr, Gabriel & Steininger, Marina (2019): Effects of New US Auto Tariffs on German Exports, and on Industry Added Value Around the
World. ifo Institute, [accessed on 20 September 2019], <http://www.cesifo-group.de/de/dms/ifodoc/docs/pr/pr-PDFs/201902-Felbermayr-

Steininger-Automotive-Tariffs.pdf>.

8 Bollen, Johannes & Rojas-Romagosa, Hugo (2018): Trade Wars: Economic impacts of US tariff increases and retaliations. CPB Netherlands Bureau
for Economic Policy Analysis, [accessed on 20 September 2019], <https://www.cpb.nl/sites/default/files/omnidownload/CPB-Background-

Document-November2018-Trade-Wars-update.pdf>.

° Trade Partnership Worldwide, LLC (2019): Estimated Impacts of Tariffs on the U.S. Economy and Workers. Washington, DC, [accessed on
20 September 2019], <https://tradepartnership.com/wp-content/uploads/2019/02/All-Tariffs-Study-FINAL.pdf>.

1 Ministry of Finance (2018): Macroeconomic Forecast — January 2018. Ministry of Finance of the Czech Republic [accessed on 3 October 2019],
<https://www.mfcr.cz/assets/en/media/Macroeconomic-Forecast-January-2018.pdf>.
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