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1 SUMMARY'

After increasing strongly in the last quarter of
2014, economic activity in Slovakia remains on
agrowth trajectory according to January’s figures
for the real economy. Manufacturing production
increased, while sales, and subsequently exports,
grew even more sharply than production. This
suggests that firms’ were storing part of their
production towards the end of last year and that
they are now gradually destocking. It may also
indicate that net exports will make a greater
contribution to GDP growth in the first quarter.
The best-performing sectors were the car
industry and electricals/electronics industry.

Looking at indicators of domestic demand,
growth slowed in both wholesale sales and,
more moderately, retail sales. This decline should
only be temporary, since consumer sentiment

and retail trade confidence are improving. Not
only are falling prices expected to boost private
consumption growth, so too is the labour market
situation. The unemployment rate is slowly
falling, owing mainly to job seekers finding work.
In February it fell to 12%?2.

The price level decreased further in February,
by 0.6%?3. This drop was caused primarily by
falling prices of fuel and unprocessed food. The
month-on-month inflation rate is not expected
to begin rising moderately again until end of the
year, based largely on developments in world
commaodity prices.

The majority of monthly indicators have been
incorporated into the latest NBS Medium-Term
Forecast (MTF-2015Q1).

Before 2015 the Monthly Bulletin included quarterly annexes on developments in the international
economy and in the Slovak economy. These matters are now addressed in two separate quarterly
publications, entitled “Report on the International Economy” and “Report on the Slovak Economy’.

CHAPTER 1

1 All month-on-month and quarter-
on-quarter changes mentioned in
the text have been seasonally ad-
justed using NBS internal models.

2 Theregistered unemployment rate,
seasonally adjusted by NBS.

3 Theannual rate of change in the
price level as measured by the HICP.
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2 THe ReaL Economy

2.1 ‘HARD’INDICATORS OF ECONOMIC
ACTIVITY

After trailing well behind production growth, sales
and exports accelerated more than production
in the last two months of 2014, and by January
they (in particular sales) appeared to have made
up the ground lost in the previous period.

January sales and exports point to activity
growth remaining strong in the first quarter

As regards total sales in the economy, their
average for the three months to end-January
was 1.7% higher than that for the previous three
months. Most of this growth was accounted for
by sales results in industry and in storage activities.
The increase in industrial production (0.8% three
month-on-three month) was driven mainly by the
metal and electronics manufacturing industries
and by the energy supply industry. Foreign trade
figures further confirmed a pick-up in exports
over the previous two months (including a 3%
increase, three month-on-three month, for the
period to end-January). Car industry exports
began to revive, and the other exports continued
to grow. The most marked increase was in metal

Chart 1 Sales, industrial production and
exports (per cent; three month-on-three

month; moving average; constant prices)

CHAPTER 2

Chart 2 Automotive industry indicators (per

cent; three month-on-three month; moving
average; constant prices)
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Source: SO SR, NBS calculations.

manufacturing industry, which given its position
as a supplier to a wide range of manufacturing
and non-manufacturing industries, indicates an
upward trajectory in Slovakia’s external demand.

Chart 3 Industrial production - principal
contributions to three month-on-three
month rate of change (p.p.; moving average)
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== Sales in the economy
== Exports (right-hand scale)
Industrial production

Source: SO SR, NBS calculations.

2014 2015

B Manufacture of basic metals and fabricated metal products
B Manufacture of machinery and equipment
Electricity and gas supply
Other (including non-additivity of seasonal adjustment)
B Manufacture of computer, electronic and optical products
Manufacture of transport equipment
=== Three month-on-three month changes (%)

Source: SO SR and NBS calculations.
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Chart 4 Goods exports (per cent; constant
prices)
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Source: SO SR and NBS calculations.

The months ahead are expected to see more
stable favourable trends owing mainly to the
automotive and electricals/electronicsindustries,
and given also the higher confidence in industry.
Car production should also be boosted by
the launch of several new car models made in
Slovakia, which were launched at the beginning
of March this year. Over the longer-term horizon
industry may be supported to some extent by
the euro’s weaker exchange rate.

A strengthening labour market is providing
a source of private consumption growth

Average imports at constant prices were 3%
higher for the three months to end-January
than for the previous three months, due
primarily to relatively strong export growth.
Although imports for retail chains came
down in January, retailers’ assessments of
inventory levels deteriorated slightly. It may
be that retailers consider stocks to be too low,
especially given the positive expectations
for trade in the next three months. Hope that
growth in consumption and consumer goods
imports will gather momentum in the near
term is based on optimistic assessments of
order books in retail trade, as well as on the fact
that households are increasingly making and

CHAPTER 2

Chart 5 Expectations of households and
retailers (balance of responses) vis-a-vis

a decrease in imported inventories (annual
percentage changes; moving average)
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== Households’ large purchases planned within
next 12 months
== Households' large purchases at present
Expected orders in retail trade for next three months
(right-hand scale)
Assessments of inventories in retail trade (right-hand scale)
== |mports for retail chains (right-hand scale)

Source: SO SR, European Commission, and NBS calculations.

planning large purchases. Weaker retail sales
and unchanged consumer sentiment in January
are seen as a blip, since drivers of consumption
are present - in particular an improving labour
market situation and an environment of falling
prices. From the hard data for January, the

Chart 6 Real private consumption

(quarter-on-quarter percentage changes)
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Note: The band around the point estimate denotes +/- 1 and 2
times the root mean square error.

NBS
MONTHLY BULLETIN
MARCH 2015



only clear development is a marked increase
in households’ bank deposits. Going forward,
however, if the measurements of consumer and
retail confidence are borne out, there may be
increasing expenditure of savings and income
on larger purchases.

Thenowcasting (Chart6) reflectsonly the January
data (the most recent available), which were
volatile and affected by strong growth at the end
of the previous year. Nor does the nowcasting
take account of the effects of legislative or
other changes that could have an impact on
consumption (for example, a reduction in the
social contributions of low-income groups,
which could stimulate consumption).

2.2 FORWARD-LOOKING ‘SOFT’
INDICATORS

Favourable trends in foreign forward-looking
indicators; an expanded asset purchase
programmed (EAPP)*

The economic sentiment indicator (ESI) for
the euro area increased in February, with
improvements recorded in consumer and
retail trade confidence. In Germany, the ESI fell

Chart 7 Economic sentiment indicators for

Germany
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Source: European Commission, Ifo institute, ZEW Centre.
Note: ESI (long-run average = 100), Ifo index (2005 = 100), ZEW
(balance of responses).

Chart 8 Economic sentiment indicator (long-

run average = 100)
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slightly, with deterioration in all components
other than retail trade. The ZEW index increased
for a fifth month in a row in March, reaching its
highest level since February 2014. Within this
index, the most marked improvement was in
assessments of the current economic situation
in Germany. The euro area’s PMI index climbed

Chart 9 GDP growth estimate for the euro
area in Q1 and Q2 2015 (annual percentage
changes)
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CHAPTER 2

4 EAPP - also known as quantitative
easing (QE).
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Chart 10 Germany - Ifo index (2005 = 100)

and annual GDP growth
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in March to its highest level for four years, and
similarly the PMI for Germany posted its highest
increase for eight months. Signs of accelerating
growth in both the euro area and Germany
were provided by the industry and services
sectors. Germany’s Ifo index also increased, with
one component, expectations for the future
situation, rising for a fifth successive month.
The positive developments in foreign forward-
looking indicators during the first quarter of
2015 suggest the solid recovery of the euro area
and German economies continued during this
period.

The relatively sharp increase in expectations for
euro area growth in the first half of 2015 (Chart 9)
was fully reflected in the MTF-2015Q1 forecast.

Sentiment in the Slovak economy improved
due largely to strong optimism in industry

The economic sentiment indicator (ESI) for
Slovakiaincreased, month-on-month,inFebruary
by 2.6 points, to 103.1. This improvement was
based on industry confidence in particular, as
well as retail trade and consumer confidence.
The confidence indicators for services and
construction declined.

Chart 11 Economic sentiment indicator for
Slovakia (long-run average = 100)
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Chart 12 Industrial confidence indicator for

Slovakia (balance of responses)
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The marked increase in industry confidence
mostly reflected exceptionally favourable views
on expected production growth, particularly
in the manufacturing sectors of computer,
electronic and optical products, transport
equipment, and chemicals and chemical

CHAPTER 2
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Chart 13 Level of order books (three-month

moving average; balance of responses)
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products, as well as in the wood processing
sector. Retail trade confidence rose to its
highest level since August 2011. Managers in
this sector were particularly more positive in
their assessments of the expected business

Chart 14 Consumer confidence (balance of
responses) and private consumption (%)
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Source: SO SR, European Commission and NBS calculations.

situation. The increase in consumer confidence
was broadly based across all components. The
improvement in the overall ESI suggests that
the economic recovery continued in the first
quarter of 2015.

CHAPTER 2
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3 THE LABOUR MARKET

Based on January's employment figures for
selected sectors, it appears that employment
growth in the economy as a whole slowed in
the first quarter of 2015. Annual employment
growth moderated from 2% in December 2014
to 0.8% in January. This was due in part to an
upward revision of job figures in January 2014,
but even abstracting from that base effect,
employment growth appears to have slowed.
One cause may have been that the one-off surge
in labour demand in business activities and
services at the end of last year faded in January.
It was these two sectors, business activities and
services, which saw the most pronounced fall in
employment growth. Other sectors reporting
a significant slowdown were information and
communication, and hotels and restaurants.
Employment in construction remained flat
towards the year-end, and only manufacturing
maintained a clear growth trend. The positive
sentiment among employers suggests the lower
employment growth in the monthly data may
have been a temporary situation.

Developments in January justified our caution
aboutreflectingyear-endassessmentsofpossible
further strong employment growth in the MTF-

Chart 15 Employment - sectoral

contributions to the three month-on-three
month rate of change (moving average; p.p.)
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Source: SO SR, NBS calculations.

Chart 16 Rates of change in employment (%)
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2015Q1 forecast. After the additions made to the
stock of employees, a more moderate increase in
job vacancies may be expected at the beginning
of the year; this assumption is incorporated into
the MTF-2015Q1 forecast. For 2015 as a whole,
however, the employment projection is buoyed
by the impact of the strong end to 2014.

After stalling in January, the downward trend in
unemployment returned strongly in February,
approaching the favourable monthly figures
reported in the fourth quarter of 2014°. The
overall unemployment rate, seasonally adjusted,
fell by 0.16 percentage point to 13.55%. This
positive trend was accentuated, on the one hand,
by the low number of new job seekers who were
previously in employment, and, on the other
hand, by the far higher, stable number of job
seekers who found work. This trend is expected to
continue in the next period, given that there was
also a high increase in the number of registered job
vacancies. The fall in unemployment may be partly
attributable to demographic developments, since
the number of people retiring is rising and their
replacements are coming from a slightly shrinking
younger population. The result is an increase in
employment opportunities for job seekers.

CHAPTER 3

5 The registered unemployment rate,
seasonally unadjusted, fell month-
on-month by 0.08 percentage
point, to 12.32%. The unemploy-

ment rate based on the total

number of job seekers decreased by
0.13 percentage point, to 13.95%.

NBS
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Chart 17 Unemployment (per cent;

thousands of persons)
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Source: Central Office of Labour Social Affairs and Family, NBS
calculations.

Overall unemployment in January and February
suggest unemployment  declined more
moderately in the first quarter, compared with

Chart 18 Number of unemployed

(thousands of persons)
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Note: For Q1 2015, the number of unemployed (Labour Force
Survey) is based on the MTF-2015Q1 forecast. The analytical time
series of unemployment is described in the MTF-2013Q3 forecast.

its sharper fall at the end of last year. This is
further indicated by the monthly employment
figures for selected sectors. However, the current
expectations of employers and improving
sentiment in the economy indicate that the
downward trend in unemployment and upward
trend in employment may continue into the
future.

Average nominal wage growth across selected
sectors moderated significantly in January, to
only 1.5%, after registering 3.2% for the fourth
quarter of 2014. The slowdown was most
pronounced in services and trade. In industry
wage growth remained at around 4%, whereas
in construction it was relatively modest. That
wages are increasing more slowly in 2015 after
their relatively strong growth in 2014 is also
suggested by indicators such as inflation and
labour productivity, which are key factors in
wage bargaining. Inflation is moribund and
productivity is rising only slightly. Nevertheless,
a zero inflation environment may see salaries
improve in real terms in 2015.

Chart 19 Wage developments in the
economy (annual percentage changes)
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Source: SO SR.

Note: The average wage for the economy as a whole and
nominal labour productivity in Q1 2015 are the projections given
in the MTF-2015Q1 forecast. Contributions for accident insurance
paid by employers to the Social Insurance Agency. The number of
employees in Q1 2015 is based on the MTF-2015Q1 forecast.

CHAPTER 3
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CHAPTER 3

Chart 20 Wage growth (annual percentage
changes; three-month moving average)
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4 PRICES

In February 2015 annual inflation went deeper
into negative territory than ever before

The negative rate of annual HICP inflation was
more pronounced in February 2015, at -0.6%,
than in January (-0.5%). NBS had expected
a more moderate rate of decrease. The month-
on-month inflation rate was 0.2%.

The accelerated decline in the overall price level
reflected decreases in food and energy prices.

Prices of fuel and processed food fell more sharply
than projected. The month-on-month decline
in fuel and processed food prices was larger in
February 2015 than in any previous February.

Net inflation stood at 1% for a second successive
month. The assumption is that net inflation will
follow a similar course throughout 2015. Low
net inflation is expected to reflect subdued
(albeit increasing towards the year-end) growth
in import prices in euro area countries and
slowly rising services prices. Upside risks to the
net inflation forecast may include weakening of
the euro exchange rate, which could result in
higher than projected inflation in non-energy

industrial goods (semi-durable and durable
goods).

The Brent oil price hit resistance at USD 63 dollars
per barrel, and with the dollar appreciating and

Chart 21 Headline inflation rate (%)
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Source: SO SR and NBS calculations.

Table 1 HICP components - comparison of projected and actual rates of change (in per cent
unless otherwise stated)

Source: SO SR, NBS calculations.

Non- Net
energy . inflation
industrial Energy Food |[Services| HICP excluding
goods fuel
$ | A | February 2014 - actual figure -0.1 -0.1 -04 0.1 -0.1 0.0
)]
S S |B |February 2015 - forecast -0.1 -0.1 0.0 0.1 0.0 0.0
L
% 2| C |February 2015 - actual figure -0.1 -0.7 -0.3 0.1 -0.2 0.0
s £ | BC | Difference in contribution to month-
= on-month rate of change (p.p.) -0.01 -0.08 -0.06 -0.02 -0.17 -0.01
D |January 2014 - actual figure 0.5 -34 -1.0 04 -0.5 0.2
. February 2015 - forecast 0.6 -3.4 -0.9 0.5 ~0.4 1.0
©
ES g February 2015 - actual figure 0.6 -4.0 -1.2 0.5 0.6 1.0
c 2 R P TS Ry _ T
% 5 | ac | Base effect insignifi- | signifi- | insignifi- |insignifi-| mode insignifi
R © cant cant cant cant rate cant
EF | Difference in contribution to year-
on-year rate of change (p.p.). -0.01 -0.07 -0.07 -0.01 -0.16 0.00

CHAPTER 4

NBS

MONTHLY BULLETIN

MARCH 2015

14



Chart 22 February month-on-month inflation
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Source: SO SR and NBS calculations.
Chart 23 Forecast for prices of fuel and

Brent crude oil in EUR (annual percentage
changes)
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oil supply still exceeding demand, the price
headed downwards, to USD 54 per barrel. The oil
price therefore continues to be a downside risk to
overall price level outlook in 2015. A substantial
decline in energy prices could stimulate growth
in real final consumption of households and in
economic activity across euro area countries.

Chart 24 Fuel prices (month-on-month
percentage changes)
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Germany Poland
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Source: Eurostat and NBS calculations.

Chart 25 Composition of annual inflation
(p-p.)
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Source: SO SR and NBS calculations.

The average annual inflation rate in 2015 is
projected to be negative. Positive net inflation
excluding fuel is expected to be cancelled out
by energy prices, as they decline under pressure
from the external environment (low oil prices). In
the short term, the price level in April is projected
to fall by 0.5% year-on-year.
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Chart 26 Comparison of price developments
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Source: SO SR and NBS calculations.
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CHAPTER 5

5 QUALITATIVE IMPACT ON THE FORECAST

All available indicators were incorporated into
the MTF-2015Q1 forecast.

Chart 27 GDP, industrial production and Chart 29 Employers’ expectations (balance
sales (annual percentage changes) of responses) and the annual rate of change
in employment (%)
15 - 30 (%) (balance of responses)
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X > yment expectations (three-month moving average;
== |ndustry sales (constant prices; three-month moving average) balancs of responses: righthandisoale)
Source: SO SR and NBS. Source: SO SR, NBS and European Commission.

Chart 28 GDP and the economic sentiment Chart 30 Consumers’ inflation perceptions
indicator (balance of responses) and HICP inflation
(annual percentage changes)
(%) (balance of responses) (%)
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Source: SO SR, NBS and European Commission. Source: SO SR, NBS and European Commission.
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OVERVIEW OF MAIN MACROECONOMIC INDICATORS FOR SLOVAKIA

Table 2 Selected economic and monetary indicators for the SR

(annual percentage changes, unless otherwise indicated)

Gross | HICP | Industrial | Employ- | Unem- | Industrial | Total |  Economic | M3"| Loansto | Loansto State | Deficit Debt | Current | Balance of | USD/EUR
domestic producer | ment | ployment | produc- | salesof |  Sentiment|  (for non- | house-|  budget ratio ratio | account | trade (% ex-
product prices ESA rate | tionindex | sectors Indicator | ana-| financial | holds | balance | (general | (general | (% GDP) GDP) | change
2010 (long-term | lytical | corpora- (EURmIL) | govern-| govern- rate
average=100) |  use) tions ment ment (average
deficit gross forthe
as % of | debtas % period)

GDP) |  of GDP)
1 2 3 4 5 6 7 8 9 10 " 12 13 14 15 16 17
2007 107 19 18 21 11.0 16.7 = 1149 129 254 286 -781.0 -1.8 296 52 -2 13705
2008 54 39 6.1 32 9.6 30 - 99.1 49 153 253 -704.2 211 279 6.4 -16 14708
2009 53 09 -26 20 121 -155  -183 775 28 -33 110 -27913 -80 356 34 06 13948
2010 48 07 2.7 -15 144 8.1 8.0 98.6 18 1.6 125 -4436.1 15 410 -4.7 01 13257
201 27 Al 2.7 18 136 53 89 98.7 29 76 1M1 32757 -48 436 -5.0 02 13920
2012 16 37 39 0.1 140 8.0 49 939 88 23 103 -3,810.7 -4.2 521 09 37 12848
2013 14 15 0.1 08 142 52 23 904 52 1.7 102 -20233 -26 54.6 14 47 13281
2014 24 01 =35 14 132 37 21 100.2 13 1.2 131 -29234 . . 0.2 47 13285
2014Q1 23 01 -34 06 141 6.8 34 958 41 08 109 - 28 575 24 66  136%
2014Q2 26 -01 3.7 14 132 54 30 100.2 36 24 11.6 = -17 556 09 62 13/
2014Q3 24 -01 34 14 129 23 15 102.1 20 39 121 = 24 554 0.8 37 1325
2014Q4 24 01 -3.5 21 126 0.6 05 1024 13 1.2 13.1 - . . -1.6 24 1249
2014 Mar. - 02 -4.0 - 133 57 21 958 41 08 109 -208.7 - - - - 13823
2014 Apr. - 02 -44 - 130 35 35 99.0 35 26 1.1 -430.4 - - - - 13812
2014 May - 00 -3.6 = 128 44 27 101.3 36 28 1.3 -362.8 = = - - 13732
2014 June - 01 -33 = 128 83 28 100.4 36 24 116 -90.6 = = > - 13592
2014 July - <02 28 = 127 44 29 1034 40 46 1.7 -1829 = = > - 13539
2014 Aug. = 2 -36 > 126 28 11 1021 29 5.7 118 -266.9 > = 2 - 13316
2014 Sep. - 01 -38 - 124 0.1 06 1009 20 39 121 579.6 - - - - 12901
2014 Oct. - 00 -39 - 123 3.1 19 1005 0.1 45 122 -283.8 - - - - 12673
2014 Nov. - 00 -2.9 = 122 36 09 1055 18 53 123 -181.2 = = - - 12472
2014 Dec. - -0 3.7 = 123 28 04 101.3 13 1.2 131 6184 = = - - 1233
2015 Jan. = A5 2319 > 124 24 0.1 100.5 29 09 13.1 -60.5 > = ® - 11621
2015 Feb. - 06 . - . . . 103.1 . . . -619.5 - - - - 11350

Sources: Statistical Office of the Slovak Republic, MF of the SR, the European Commission and NBS.
1) Currency in circulation in M3 refers to money held by the public (according to methodology in place prior to 2008).

More detailed time series for selected macroeconomic indicators
http://www.nbs.sk/_img/Documents/_MonthlyBulletin/2015/StatisticsMB0315.xls
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