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CDCP SR  Centralny depozitar cennych papierov SR - Central Securities Depository of the Slovak Republic
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MMIF Money Market Investement Funds

NARKS National Association of Slovak Real Estate Agencies
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SAX slovensky akciovy index - Slovak Share Index
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Prepared on the basis of the Situation Report on the Monetary Development
in October 2006, approved by the NBS Bank Board on 28 November 2006.




Monetary Survey 10/2006

NARODNA BANKA SLOVENSKA

1 Introduction

Consumer prices, expressed in terms of the Harmonised Index of Consumer Prices (HICP), remained at
the level of the previous month in October. The 12-month rate of headline inflation reached 3.1%. Core
inflation (excluding energy and unprocessed food prices) recorded a year-on-year rate of 2.3%.

Expressed in terms of the Consumer Price Index (CPI), consumer prices increased in comparison with
the previous month by 0.2% in October. The 12-month headline and core inflation rates reached 3.7%
and 2.4% respectively.

According to a flash estimate by the Statistical Office of the SR, real GDP grew over the third quarter of
2006 by 9.8%.

The M3 monetary aggregate (according to ECB methodology) grew month-on-month by Sk 1.9 billion in
September, but its year-on-year dynamics weakened in comparison with August, to 12.9%.

The total volume of MFI receivables from residents (including securities issued by clients and held by
MFls, according to ECB methodology) increased month-on-month by Sk 9.8 billion in September, while
the year-on-year growth rate slowed by 1.6 percentage points, to 12.8%.

The average interest rate on new loans to non-financial corporations rose in September by 0.44 of a
percentage point, to 6.77%, and that on new loans to households increased by 0.24 of a percentage
point, to 12.56%. Over the same period, the average rate for new deposits from non-financial corporations
increased by 0.66 of a percentage point, to 3%, and that for new household deposits rose by 0.06 of a
percentage point, to 1.16%.

At the end of October, the State budget of the SR recorded a deficit of Sk 1.1 billion.

The foreign exchange reserves of the NBS (at current exchange rates) stood at USD 13.1 billion in
October. At the end of the month, the volume of foreign exchange reserves was 3.4 times greater than
the volume of average monthly imports of goods and services to Slovakia during the first nine months
of 2006. At the end of October, the coverage of average monthly imports (imports of goods and services
according to data from banking statistics) by the official foreign exchange reserves corresponded to
4.1 times the volume of average monthly imports of goods and services to the SR over the first nine
months of 2006.

During October, the National Bank of Slovakia did not intervene in the foreign exchange market.

According to preliminary data, the balance of payments on current account for January to August 2006
resulted in a deficit of Sk 87 billion. Over the same period, the capital and financial account produced
a shortfall of Sk 16.9 billion. From January to September, the b.o.p. current account produced a deficit
of Sk 101.4 billion, while trade resulted in a shortfall of Sk 63.6 billion.

In October, the overall sterilisation position of the NBS vis-a-vis the banking sector stood at Sk 288
billion, representing a fall of Sk 2.5 billion compared with the figure for September.
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Harmonised Index
of Consumer Prices

HICP in the structure
of the core inflation

2 Inflation

2.4 Consumer Price Index
HICP Inflation

Consumer prices, expressed in terms of the Harmonised Index of Consumer Prices (HICP), were at a
standstill in October, when goods prices remained unchanged and services prices recorded a slight
increase (0.1%). On a year-on-year basis, consumer prices rose by 3.1% (in September by 4.5%). Overall
inflation excluding energy and unprocessed food prices (core inflation) stood at 2.3% (compared with
2.6% in September). The average inflation rate for the period from the beginning of the year reached
4.4%. The average 12-month inflation rate for the past 12 months, from November 2005 to October
2006, was 4.3%. In October, HICP inflation was somewhat lower than expected by the NBS.

Table 1 Harmonised Index of Consumer Prices (year-on-year changes in %)
2006
May June July Aug. Sep. Oct.
Total 4.8 4.5 5.0 5.0 45 31
Goods 5.4 5.1 5.4 5.4 4.9 31
Industrial goods 7.2 7.0 7.3 71 5.8 2.9
Non-energy industrial goods 0.5 0.4 1.1 1.1 1.1 1.1
Energy 16.1 15.6 15.6 14.8 11.9 5.8}
Foodstuffs 2.6 2.1 2.3 2.5 3.4 3.4
Processed food
(including alcohol and tobacco) 0.8 0.9 1.1 1.8 2.8 2.7
Unprocessed food 5.8 3.9 4.2 4.0 4.7 4.9
Services 85 Si5 4.1 4.1 83 84l
Total, excl. energy and unprocessed food
(core inflation) 1.9 1.9 2.5 2.6 2.6 2.3
Total, excluding energy 2.3 21 2.6 2.8 2.8 2.6

A comparison of the rates of HICP inflation and CPI inflation expressed in the same structure (national
index structure) explains the differences in the year-on-year dynamics of the HICP and the CPI. One of
the differences (slower rise in the HICP than in the CPI by 0.6 of a percentage point) was caused by

Table 2 HICP in the Structure of the National Index (year-on-year changes in %)
2006
May June July Aug. Sep. Oct.
Total 4.8 4.5 5.0 5.0 4.5 3.1
Regulated prices 11.9 11.9 12.7 12.8 11.4 6.9
Core inflation 2.0 1.6 1.9 1.8 1.4 1.1
Foodstuffs 2.9 2.2 2.4 2.4 2.9 2.9
Processed food -0.1 0.1 0.4 0.9 1.2 1.0
Unprocessed food 5.8 3.9 4.1 3.9 4.7 4.9
Tradable goods 0.8 0.5 0.9 0.5 -0.9 -1.4
Tradable goods, excluding fuel -0.6 -0.6 -0.2 -0.3 -0.5 -0.6
Fuel 12.9 10.4 10.7 6.9 -3.5 -7.8
Market services 3.2 3.0 3.2 34 3.6 3.6
Net inflation
(excluding changes in indirect taxes) 1.8 1.5 1.8 1.6 0.9 0.5
Net inflation, excluding fuel
(excluding changes in indirect taxes) 1.0 0.9 1.2 i3 1.2 1.1
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Chart 1 HICP Inflation and Its Main
Components (%)

2002 2003 2004 2005 2006

@

== Total === Goods «== Services

= = =
o N 2 & = =3 > =
o =} =3 o o o o o

price developments in market services, where the CPI
also includes the so-called imputed rent and the repair
fund, which has been growing dynamically since the
end of 2005, but are not included in the HICP. Another
difference is caused by the greater weight of energy in
the HICP, where the year-on-year dynamics of energy
prices weakened considerably owing to the base effect.

As in the previous month, the year-on-year dynamics of
industrial goods prices again slowed in October, while
food prices were stagnant on a year-on-year basis. The
slowdown in industrial goods prices was primarily
caused by developments in energy prices. In energy
prices, the dynamics of other energy prices (electricity,
gas, and other energy) weakened significantly, owing to
the base effect. While October 2005 saw marked
increases in regulated energy prices for households
(3.0% in heat and 22% in gas prices), October 2006
only witnessed an increase in heat prices (2.1%), with
gas prices for households planned to be raised from
November (by approximately 7%). Fuel prices,
representing another sub-aggregate in energy prices,
recorded a further year-on-year drop. The year-on-year
dynamics of food prices were stagnant, with a slight

slowdown in processed food prices, accompanied by an acceleration in the dynamics of unprocessed

food prices.

As goods prices, prices for services also recorded a slowdown in year-on-year dynamics, when prices
increased at a slower rate in all categories of services, except post and telecommunications, where

price levels dropped on a year-on-year basis.

Chart 2 HICP Compared with the

Views of Respondents on Inflation
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In November, further increases are expected in
regulated gas and heat prices. The rate of increase in
food prices should accelerate, due to developments in
processed food prices (further increases in the prices
of cigarettes, bread, and bakery products). Unprocessed
food prices are also expected to rise. On the other hand,
fuel prices will probably continue to fall.

October saw a reduction in the assessment by
consumers of the actual level of price inflation. In
answer to questions about the course of inflation to
date, the respondents gave an average value of 8.87%
(9.92% in the previous month). When asked about the
expected inflation rate in the next 12 months, the
respondents gave an average value of 8.68%,
representing a drop in comparison with the previous
month (9.01%).

CPI Inflation

Consumer prices increased month-on-month by 0.2% in
October. Within the basic structure of inflation, regulated
prices recorded an increase, as well as core inflation. Oc-
tober saw the impact of changes in indirect taxes on ciga-
rette prices, with a contribution of 0.03 of a percentage
point to the month-on-month headline inflation rate. The
12-month rate of headline inflation reached 3.7% (com-
pared with 4.6% in September) and that of core inflation
2.4% (as in the previous month). The average year-on-
year inflation rate for the period since the beginning of
this year was 4.5% and that for the past 12 months (from
November 2005 to October 2006) reached 4.4%.

Base effect in energy prices

Consumer expectations
regarding inflation

Consumer Price Index
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Table 3 Consumer Prices in October 2006

Change versus

Sep. 2006 Oct. 2005
Total in % 0.2 3.7
Regulated prices in % 0.4 6.7
- Share of total, in percentage points? 0.09 -
Impact of changes in indirect taxes on non-regulated prices
- Share of total, in percentage points 0.03 -
Core inflation in % 0.1 2.4
- Share of total, in percentage points? 0.07 -
of which: Food prices in % -0.1 2.5
- Share of total, in percentage points® -0.01 -
Tradable goods in %Y -0.4 -1.5
- Share of total, in percentage points” -0.13 -
Tradable goods, excluding fuels, in %Y 0.1 -0.6
- Share of total, in percentage points® 0.04 -
Fuels in %% 5.1 -7.8
- Share of total, in percentage points? -0.17 -
Market services in %% 0.8 7.3
- Share of total, in percentage points? 0.21 -
Net inflation
(excluding the impact of changes in indirect taxes) in % 0.1 2.4
- Share of total, in percentage points® 0.09 -
Net inflation, excluding fuel prices
(excluding the impact of changes in indirect taxes) in % 0.4 3.1
- Share of total, in percentage points? 0.26 -

2.2 Producer Prices in September 2006

Month-on-month drops in In September, industrial producer prices for the domestic market fell month-on-month by 0.7%, due to
industrial producer prices price drops in all basic sub-categories.
for the domestic market ...
...accompanied by a The year-on-year dynamics of domestic industrial producer prices slowed in comparison with the previous
slowdown in their year-on- month by 1.3 percentage points, to 7.5% in September, due to smaller year-on-year increases in the
year dynamics prices of manufacturing products, electricity, gas, steam, and hot water.

Table 4 Producer Price Developments in September 2006

Month-on-month
change
August Sep. August Sep. Average since the Sep.
2006 2006 2006 2006 beginning of 2006 2005

Year-on-year change

Industrial producer prices

(for the domestic market) 0.6 -0.7 8.8 7.5 9.2 5.8
- Prices of manufacturing products 0.3 -0.7 3.0 1.1 2.4 2.5
- Prices of mining and quarrying products -0.1 -1.0 48.9 49.0 46.2 0.1
- Prices of electricity,

gas, steam, and hot water 0.9 -0.8 13.7 83 15.7 10.7
Industrial producer prices (for export) 0.0 -1.5 6.2 2.4 4.1 515
Construction prices 0.3 0.2 3.8 4.0 3.9 3.9
Building materials prices 0.6 0.2 4.2 4.2 2.2 1.6
Agricultural prices - - 1.1 2.0 -0.2 4.5
- Prices of plant products - - 5.9 6.9 1.6 -12.1
- Prices of animal products - - 2.1 -1.0 -0.8 0.6
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The slower rise in manufacturing products prices was caused by a year-on-year fall of 6.2% in the price
of refined oil products (a drop was last recorded in March 2004). On the other hand, inflationary pressures
were exerted by the prices of base metals and finished metal products (a rise of 6.9%), chemical
products (3.4%), electrical and optical equipment (3.2%), other non-metal mineral products (2.5%),
paper and paper products (2.5%), and after almost two years (for the last time in December 2004) by
food prices (an increase of 0.6%).

The year-on-year dynamics of energy prices weakened somewhat in September (compared with August),
due to a slowdown in the rate of increase in prices for steam and hot water supply (by 3 percentage
points, to 16%) and electricity supply (by 0.8 of a percentage point, to 9.3%). Prices for gas production
and the transport of gaseous fuels via pipelines and prices for water treatment and supply increased
more steeply than a month earlier (by 1 percentage point, to 19%, and by 0.1 of a percentage point, to
9.8% respectively).

Industrial producer prices for export dropped month-on-month by 1.5% in September. Their year-on-
year increase slowed in comparison with the August figure by 3.8 percentage points, to 2.4%.

The slower year-on-year rise in industrial producer prices for export was primarily caused by a drop in
the export prices of refined oil products (by 0.6%, compared with a rise of 27.1% in August), coupled by
the persistent year-on-year fall in the export prices of transport vehicles (by 6.1%, compared with 4.6%
in the previous month). Smaller increases than a month earlier were recorded in the prices of paper
and paper products (by 2 percentage points, to 4.8%), chemical products (by 1.6 percentage points, to
5.0%), and machinery and equipment (by 0.6 of a percentage point, to 2.1%). On the other hand,
marked inflationary pressures were exerted in September by the rising prices of electrical and optical
equipment (by 17.4%) and the accelerating increase in the export prices of base metals and finished
metal products (by 1.9 percentage points, to 6.4%).

The prices of agricultural products continued to rise in September. They increased year-on-year by a
total of 2%, due to a rise in the prices of plant products (6.9%). The prices of animal products dropped
by 1%.

The rise in plant products prices was caused by increases in the prices of potatoes (12.3%), cereals
(9.8%), oilseeds (5.4%), vegetables (3.7%), legumes (2.2%), and sugar beet (1.7%). Tobacco and fruit
prices dropped by 9.5% and 2.1% respectively.

The fall in animal products prices was caused by drops in the prices of fish (10.7%), poultry (7.9% for
live animals), and unpasteurised cow milk (0.9%). Increases were recorded in the prices (for live animals)
of pork (2%), beef, including veal (1.8%), and eggs (2.2%).

Chart 3 Developments in Industrial
Producer Prices and Manufacturing

Chart 4 Developments in Food Prices
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Industrial producer prices are expected to be influenced in October 2006 by the world-market price of
oil (reaching its lowest level since the beginning of the year) and the continuing appreciation of the
Slovak koruna vis-a-vis the US dollar. At the same time, some upward pressure on inflation is expected
to be exerted by food prices. Owing to the anticipated stronger impact of external cost factors, the year-
on-year dynamics of industrial producer prices are again expected to weaken in October, compared
with the previous month.

On the basis of agrarian market news, the purchase prices of cereals are expected to rise year-on-year
in October (due to the falling supply of food cereals on the market), as well as the price of late potatoes.
Among animal products, the persistent fall in the price of poultry (for live animals) is expected to be
accompanied by modest increases in beef and pork prices (live animals). In line with these assumptions,
the year-on-year increase in agricultural prices is expected to continue in October.

Current Developments in Residential Property

Prices (in the second quarter of 2006) Chart A Residential Property Price

Developments in Selected Euro-Area

Developments in residential property prices in Countries (%)
the euro area

Since 2001, the ECB has been monitoring, in
cooperation with the national banks of EU
member states, the trends in house and
apartment prices in the euro area measured in
terms of an average year-on-year index, in which
the GDPs of individual countries expressed as a
share of total euro-area GDP are used as weights
(data from the new member states, Denmark,
Sweden, and Great Britain are not taken into
account in the calculation of the average index
of year-on-year changes in residential property
prices in the euro area).
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Average residential property prices in the euro ermany iance - Hay Shal e

area rose year-on-year by 7.6% in 2005
(compared with 7.2% a year earlier), representing
a steeper increase than the average figure for
the period since 2000 (6.7%). In the key euro
area countries, the year-on-year increases in
residential property prices were relatively
differentiated. In 2005, the steepest year-on-year
increases in residential property prices were
recorded in Belgium (17.2%) and France (15.3%), while residential property prices in Germany
continued to fall (by 1.6%).

= 2000 - 2005 (average)
B 2005 (same period a year earlier)
= GDP weight (right-hand scale)

The free movement of persons and capital within the enlarged EU has led to increased
internationalisation on the residential property market, which is accompanied by relatively
differentiated developments in such real estate prices. In general, residential property prices in
the old member states show a tendency to slow in dynamics, while the new member states
witness marked increases in residential property prices (mainly the Baltic States and Poland).
However, the level of residential property prices in the countries of Central and Eastern Europe
is still substantially lower than in Western European countries.

Sources of data on residential property prices

A general problem in the valuation of real estate prices and especially in their international
comparison is the availability of relevant official data. The characteristic features of the applied
data are the diversity of their sources (ministries, mortgage creditors, real estate agencies, land
registers, etc.), differences in territorial coverage (the entire country, only big cities, etc.), the
absence of distinction between new and old real estate, differences in the periodicity of
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monitoring, etc. Although the quality of the indicator of year-on-year developments in residential
property prices in the euro area is steadily improving, it is still behind the standards of euro-area
economic statistics and price indices.

Work on a Eurostat pilot project (supported by the ECB), designed to verify the practical possibilities
for monitoring the trends in residential property prices in EU member states in a unified manner,
is proceeding relatively slowly (though it started in 2000). Further steps are to be discussed at
a working meeting in Lisbon in November 2006. One of the reasons behind the slow progress of
work on this pilot project is the differences of opinion among experts as to the inclusion of
expenses connected with the private ownership of houses and flats into the structure of the
consumer price index.

Since the decision on the official monitoring of data on residential property prices in the conditions
of Slovakia via the Statistical Office of the SR depends on the results of the Eurostat pilot
project, the official monitoring of these data within the scope of the national statistics does not
seem to be realistic even in the year to come.

The NBS copes with the absence of official data on residential property prices through cooperation
with the National Association of Slovak Real Estate Agencies (NARKS) on a contractual basis. The
goal of this cooperation is to obtain the necessary data for the individual quarters since the beginning
of 2005 (apart from quarterly data since the beginning of 2005, annual data are also available for
the period since 2002). Although the NARKS database was created for a purpose other than that
required by the ECB, it represents one of the few sources of data available on residential property
prices in the SR. The quality of data could also be improved through the participation of NARKS in
the pilot verification of the new internet portal ‘Real Estate Price Map’'.

At the beginning of 2006, the ECB received the first preliminary data on residential property
prices from Slovakia for 2002-2005, including quarterly data for 2005. In accordance with the
conclusions of the last working group on general statistics at the ECB (WGGES), a unified
procedure and updated calendar are to be prepared for the regular delivery of data on residential
property prices to national banks. Information on residential property price developments in
Slovakia was also sent to the BIS.

Developments in residential property prices in Slovakia

According to NBS calculations, based on data from the NARKS database, 2003 and 2004 saw
sharp increases in residential property prices in comparison with 2002. The marked increase in
residential property prices in that period was probably connected with their expected further
rise after the entry of Slovakia into the EU. At the beginning of 2005, residential property prices
recorded a marked slowdown in dynamics (due to lower demand for residential property), which
was, however, followed by a gradual increase in the second half of the year.

According to NBS calculations, the average price per m?of residential property reached roughly
Sk 26,000 in 2005, which was almost 10% less than in 2004. In the second quarter of 2006,

Table A Prices Per m? of Residential Property in the SR and Their Year-on-Year

Changes Since 2002

2005 2006

2002 2003 2004 2005 01 Q2 Q3 Q4 01 Q2

Flats

- in Sk/m? 18132 24,538 28,072 25,720 24565 24,526 26,463 27,326 28860 29,948
- year-on-year change in % 0 35.3 144 8.4 . . . . 175 22.1
Houses

- in Sk/m? 17,532 25264 29,420 27,568 26,819 27,139 28,069 28,245 29,538 30,147
- year-on-year change in % 0 441 16.5 6.3 . . . . 101 111
Total

- in Sk/m? 17,832 24901 28,746 26,088 24,998 25014 26,815 27,524 29,007 30,000
- year-on-year change in % 0 39.6 15.4 9.2 . . . . 16.0 19.9

11



&

NARODNA BANKA SLOVENSKA

Monetary Survey 10/2006

the average price per m?of a house of flat was
Sk 30,000. As a result of the base effect, the
prices of houses and flats in Slovakia rose year-
on-year over the first two quarters of 2006 by
16% and almost 20% respectively.

Data from the NARKS database show marked
differences in prices per m? of residential
property in Bratislava and the other regions of
Slovakia. While the average price per m? of
residential property in the Bratislava region was
almost Sk 40,000 in the first half of 20086, the
figure for the Nitra region amounted to only
about Sk 14,000.

Chart B Residential Property Price

Developments in Slovakia by Region
(Sk/m?)
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3 Factors Affecting the Course of Inflation

3.1 Monetary Aggregates

The year-on-year dynamics of the M3 monetary aggregate weakened somewhat in September, but still
represented the second strongest growth rate since the end of 2004.

M3 Monetary Aggregate
The M3 monetary aggregate (according to ECB methodology) grew in volume by Sk 1.9 billion compared
with the previous month, to Sk 894.3 billion at the end of September. Thus, after accelerating for four

successive months, the year-on-year rate of M3 growth* slowed by 0.7 of a percentage point, to 12.9%
in September.

Table 5 Year-on-Year Growth Rates of M3 Monetary Aggregate (ECB methodology) (%)

Jan. Feb. Mar. Apr. May June July Aug. Sep. Oct. Nov. Dec.

Year 2004 64 99 69 111 86 140 58 119 133 13.6 12.7 150
Year 2005 100 96 114 119 125 96 89 80 73 76 63 78
Year 2006 8.6Y 9.1Y 10.3Y 9.4%Y 105 11.2 11.8 13.6 12.9

The development of M3 in September was mainly influenced by the increasing dy