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ABBREVIATIONS

CF Consensus Forecast

CPI Consumer Price Index

EA euro area

ECB European Central Bank

EC European Commission

EECF Eastern Europe Consensus Forecast

EIA Energy Information Administration

EMU Economic and Monetary Union

EONIA euro overnight index average

ESA 95 European System of National Accounts 1995

EU European Union

Eurostat Statistical Office of the European Communities

FDI foreign direct investment

Fed Federal Reserve System

EMU Economic and Monetary Union

EURIBOR  euro interbank offered rate

FNM Fond narodného majetku - National Property Fund

GDP gross domestic product

GNDI gross national disposable income

GNI gross national income

HICP Harmonised Index of Consumer Prices

IMF International Monetary Fund

IPI industrial production index

IRF initial rate fixation

MFI monetary financial institutions

MF SR Ministry of Finance of the Slovak Republic

MMF money market fund

MPE Macroeconomic Projection Exercises

NARKS National Association of Real Estate Offices of Slovakia

NBS Narodnd banka Slovenska

NEER nominal effective exchange rate

NPISHs Non-profit Institutions serving households

OIF open-end investment fund

p.a. per annum

p.p. percentage points

goq quarter-on-quarter

PPI Producer Price Index

REER real effective exchange rate

SASS Slovenskd asocidcia spravcovskych spolo¢nosti — Slovak Association of Asset
Management Companies

SO SR Statistical Office of the Slovak Republic

SR Slovenska republika — Slovak Republic

ULC unit labour costs

UPSVR Ustredie prace, socialnych veci a rodiny - Central Office of Labour, Social Affairs and Family

VAT value-added tax

yoy year-on-year

Symbols used in the tables

- Data are not yet available.
- —Data do not exist / data are not applicable.
(p) - Preliminary data
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1 SUMMARY'

According to the flash estimate, the euro area’s
economy grew by 0.3% in the third quarter, mar-
ginally less than it did in the previous quarter.
Among the large national economies in the euro
area, Spain reported the strongest growth and
France, too, experienced relatively favourable
growth. Germany remains the principal engine
of the overall euro area economy, based mainly
on increasing domestic demand. Leading indica-
tors are sending mixed signals about euro area
growth in the last quarter of the year. Although
the growth rate is expected to remain at around
the third-quarter level, some indicators suggest
it will be moderately lower.

Slovakia’s relatively robust economic growth
continued in the third quarter; its rate was 0.9%
quarter-on-quarter (3.6% in year-on-year terms),
which was slightly higher than projected in the
September forecast. According to monthly indi-
cators, the growth was driven mainly by domes-
tic demand. Retail sales pointed to a favourable
trend in private consumption. Investment is ben-
efiting in particular from significant absorption
of EU funds?, as the second programming period
comes to a close. This implies that part of the
growth impetus is being shifted forward from
2016 to the current year®. Export performance is
expected to have contributed positively to GDP
growth, after recovering from its weakening in
the second quarter.

The favourable economic situation is having
a positive impact on the labour market. Employ-

ment increased in the third quarter by 0.4%, in
line with the September forecast. Most new jobs
are being created in services and industry. The
unemployment rate fell to 10.98%.

Nominal wage growth was significantly higher
in the third quarter, at 3.9%, than it was at the
beginning of the year, with most of the increase
accounted for by wages in the services and
construction sectors. Wage developments are
consistent with projections. The fiscal impulse
(i.e. the impact of the fiscal stance, including EU
funds) is very strong this year. The situation in the
labour market is such that some firms are facing
labour shortages.

The annual inflation rate in October was -0.5%.
Inflation again edged further into negative ter-
ritory as a result of energy prices. So long as
global oil prices do not fall further, however, it is
assumed that fuel prices have already bottomed
out. The headline inflation rate is expected to
turn positive early next year, owing to an as-
sumed increase in its services, food, and non-en-
ergy industrial goods components. The fact that
inflation impulses are more subdued than pro-
jected in the September forecast is due largely
to services price inflation, which did not respond
to rising consumer demand.* In consequence,
real wages are expected to increase in the pe-
riod ahead, with a moderate upward impact on
private consumption and employment. At the
same time, exports may be slightly lower owing
to a weakening of external demand.

MONTHLY BULLETIN
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All month-on-month and quarter-
on-quarter changes mentioned in
the text have been seasonally ad-
justed using NBS internal models.
2 Investment is being supported by
the absorption of EU funds (see
Chart 2).

To the extent that EU funds are
absorbed this year, they will fall
statistically next year.

4 Differences vis-a-vis the most
recent forecast are shown in
Chart 19.
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2 THE REAL ECONOMY

2.1 FLASHESTIMATE OF EURO AREA GDP
Euro area growth slowed slightly in the third
quarter

According to Eurostat’s flash estimate, the euro
area economy grew in the third quarter of 2015
by 0.3% quarter-on-quarter (after growth of
0.4% in the second quarter). Details of the com-
position of euro area GDP for the third quarter
will be released on 8 December 2015. Short-term
indicators show stronger growth in industrial
production and retail trade, as well as moderat-
ing decline in the construction sector.®

The growth rates of Spain (0.8%), France (0.3%)
and Germany (0.3%) were the highest among the
larger national economies of the euro area, while
that of Slovakia (0.9%) was the highest among
the smaller economies. By contrast, the Greek
and Estonian economies both contracted in the
third quarter, after expanding quite strongly in
the previous quarter.

Germany’s economic growth slowed to 0.3% in
the third quarter, down from 0.4% in the second
quarter. While both private and public consump-
tion contributed positively to that growth, invest-
ment demand fell slightly. Net exports are also
expected to have had a negative impact, with
import growth exceeding export growth. There
were not as yet any apparent repercussions from
the Volkswagen emissions scandal.

After stagnating in the second quarter, the French
economy grew by 0.3%, based largely on growth
in both private and public consumption. Gross
fixed capital formation, too, accelerated slightly,
amid increased investment by non-financial cor-
porations and a less marked decline in house-
hold investment, but its growth was checked
by a more pronounced fall in public investment.
Restocking also contributed significantly to the
economic recovery. Net exports, however, had
a dampening effect, as exports fell and imports
accelerated.

In the Czech Republic, according to the flash esti-
mate, quarter-on-quarter GDP growth slowed to

0.5% in the third quarter, from 1.1% in the sec-
ond quarter.

2.2 GDP FLASH ESTIMATE AND ‘HARD’
INDICATORS OF ECONOMIC ACTIVITY
IN SLOVAKIA

Slovakia’s third-quarter economic growth
slightly higher than expected

Slovakia’s economic growth in the third quarter
was 0.9% in quarter-on-quarter terms (the same
as in the previous quarter). Annual GDP growth
remained on an upward path, as it increased to
3.6%, from 3.4% in the second quarter (season-
ally adjusted data). The GDP growth was slightly
higher than projected in NBS's September Me-
dium-Term Forecast (MTF-2015Q3). The MTF-
2015Q3 projection for the level of GDP is lower
than the actual figure owing to data revisions,
including current revisions for the period 2010-
2013, changes in sources and methodology,
changes based on Eurostat reservations during
the time series, and sectoral reclassification (ow-
ing to the migration from the ESA 95 to ESA 2010
methodology).

Chart 1 Forecast and flash estimate for
Slovak GDP
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Sources: SO SR, NBS calculations.
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5 The construction indicators are
based on figures for July and
August.

NBS

Novemser 2015



Chart 2 Nominal investment indicators
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Sources: SO SR, Transparency International Slovakia (Project
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The composition of the third-quarter economic
growth will not be published until the beginning
of December. Looking at the available monthly
figures, it is assumed that domestic demand
will be greater than projected, especially in the
case of public consumption, which is being sup-
ported by the absorption of EU funds. Given the
peaking of EU funds absorption, the growth in
both the investment and consumption expendi-
ture of government is expected to increase.
Thanks mainly to government and partly to pri-
vate investment, overall investment appears to
be extremely favourable. This suggests growth
in investment imports as well as in investment
related to domestic construction production. At
the same time, the value of public procurement
contracts awarded three quarters previously
reached an all-time high. Those contracts are ex-
pected to translate into fixed capital investment
in the third and fourth quarters of this year. Part
of this investment may also be completed at
the beginning of next year. Even so, public in-
vestment expenditure is expected to fall quite
sharply in 2016.6

Monthly retail sales and the strengthening la-
bour market suggest that private consumption

Chart 3 Real consumption indicators
(annual percentage changes)
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Sources: SO SR, NBS calculations.

growth will accelerate in line with projections. If
the composition of GDP confirms these indica-
tions, domestic demand will be a significant driv-
er of economic growth. Imports were boosted by
overall domestic demand and in particular by the
increase in fixed capital formation. On the other
side of the foreign trade ledger, exports picked
up after falling in the previous quarter.

2.3 LEADING'SOFT’ INDICATORS

Leading indicators are at present sending mixed
signals. On the one hand, both the economic
sentiment indicator (ESI) for the euro area and
the ESI for Germany were higher in October than
their average level for the third quarter, and Pur-
chasing Managers' Indices (for the euro area and
Germany) and the Ifo index (Germany) suggest
a continuation of third-quarter trends; on the
other hand, the Eurocoin index (euro area) has
decreased moderately and the ZEW index (Ger-
many) has plummeted, indicating the risk of an
economic slowdown towards the end of the
year. Although nowcasting has moderated the
negative outlook, it still points to risks to the pro-
jections given in the current forecast.

CHAPTER 2

6 Owing to a strong base effect.
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CHAPTER 2

Chart 4 GDP growth estimate for the euro Chart 6 Economic sentiment indicators for
area in Q3 and Q4 2015 and Q1 2016 Germany
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Chart 5 GDP growth estimate for Germany Chart 7 Germany - Ifo index (2005 = 100)
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CHAPTER 2

The economic sentiment indicator (ESI) for retail trade. The ESI's trajectory suggests that
Slovakia increased notably in October, to Slovakia’s economy will maintain relatively
103.8 (from 98.1 in September), with positive respectable growth in the last quarter of the
contributions from all components other than year.

Chart 8 Economic sentiment indicator Chart 9 Components of the economic senti-
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3 THE LABOUR MARKET

Employment continued to grow in the third
quarter, at a rate of 2.2% year-on-year. In com-
parison with the previous quarter, employment

Chart 10 Employment according to the ESA

2010 methodology - trend and forecast
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Sources: SO SR, NBS calculations.
Note: The employment figure for Q3 2015 is the SO SR’s flash
estimate.

Chart 11 Employment by sector (cumulative

change compared to same month of previous

increased by 0.4%, in line with the MTF-2015Q3
projection. That increase was lower than the
growth rate in the second quarter, when some
one-off factors are believed to have had an im-
pact. It is expected that a majority of sectors
contributed to the third-quarter employment
growth. Monthly figures show that the highest
job growth is in services, despite volatility in the
sector, and that there is also net job creation in
industry and, to a lesser extent, in business activ-
ities. The first figures for the fourth quarter (the
October business surveys) also showed that ex-
pectations for employment remain favourable.
Therefore employment growth may be expected
to continue in the last part of the year.

The unemployment trend remained favourable
in October. The unemployment rate based on the
total number of job seekers fell by 0.16 percent-
age point, to 12.8%. The registered rate of un-
employment fell even more markedly, as many
job seekers enrolled in education, graduate work
experience and such like and were therefore no
longer classified among the unemployed avail-
able for work’. The strengthening of the labour
market is underlined by the ongoing increase
in the number of job vacancies. The pick-up

Chart 12 Unemployment
(per cent; thousands of persons)

CHAPTER 3

year; thousands of persons)
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7 In seasonally-unadjusted terms,
the registered unemployment rate
decreased month-on-month by
0.4 percentage point (to 10.98%)
and the unemployment rate based
on the total number of job seekers
fell by 0.18 percentage point (to

12.76%).
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Chart 13 Number of unemployed
(thousands of persons)
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Q42015 are MTF-2015Q3 projections.

in the number of job seekers finding work has,
however, been partly offset by an increase in the
numbers leaving the workforce and registering
as unemployed.

Given the continuing fall in unemployment and
also employers’ optimistic expectations for em-
ployment in the fourth quarter, it appears that
employment growth in the fourth quarter will
be moderately higher than projected in the MTF-
2015Q3 forecast.

Average annual wage growth for the selected
sectors has increased appreciably so far in the
second half of 2015. The rate for September was
3.9%, in contrast to an average of only 2% for
the first half of the year. The higher wage growth
is largely attributable to continuing economic
growth, as well as to increased demand for la-
bour. In contrast to 2014, when wage growth was
lower in the second half of the year than in the
first half, the wage level in 2015 has continued
to increase in the second half of the year, with an
upward impact on annual average wage growth.
The collection of social contributions provide
further evidence of accelerating wage growth, al-
though contributions are higher than the official
wage figures would indicate. The sector report-
ing the strongest wage growth is construction,

CHAPTER 3

Chart 14 Wage developments in the economy
(annual percentage changes)
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where increased output is being reflected in em-
ployee compensation. Wage growth is accelerat-
ing in the trade and services sectors, too, and in
the third quarter it also increased in industry.

According to the MTF-2015Q3 forecast, too,
wage growth will be higher in the third quarter
than in the second quarter.

Chart 15 Wage growth (annual percentage
changes; three-month moving average)
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4 PRICES

The inflation in October was -0.5%, unchanged
from September

The annual HICP inflation rate for October 2015
was -0.5%, unchanged from the previous month,
and the month-on-month rate was slightly posi-
tive, at 0.1% (the same as in October 2014). The
inflation rates were slightly lower than projected
by NBS.

Annual inflation was slightly more negative than
envisaged in the previous nowcasting (by 0.07
percentage point). After rounding, the inflation
rate was in line with projections. In comparison
with the MTF-2015Q3 projections, inflation was
0.11 percentage point more negative, owing
mainly to services and processed food prices.
Services prices were affected by September’s
month-on-month drop in housing prices, doctors’
fees, and recreation and domestic holiday prices.
By contrast, the annual rate of unprocessed food
price inflation was higher than projected.

The ongoing low rate of services inflation ex-
cluding administered prices is at odds with the

strong growth in real wages and in household fi-
nal consumption. This component increased by
1.5%in October2015,and its rate since mid-2014
has fluctuated between 1.4% and 1.6%. Services
inflation is expected to accelerate gradually dur-
ing 2016 in response to demand-pull pressures.
Energy price inflation remains entrenched in
negative territory, and given the prolonged pe-
riod of low global gas prices there is scope for
a further decrease in consumer gas prices at the
beginning of 2016. The negative rate of change
in petrol and diesel prices is expected to stop in-
creasing in October, owing to the base effect of
the slump in fuel prices at the turn of 2014 and
2015. The extent to which the gradual increase
in unprocessed food processes is offsetting the
deflation impulse of energy prices is so far no
more than slight. Annual food price inflation
is expected to accelerate gradually in both the
short-term and medium-term horizon. As for
non-energy industrial goods inflation, its year-
on-year rate of increase has slowed since the
beginning of the year, even though the euro’s
exchange rate is relatively weaker than it was in
January 2015.

Table 1 HICP components - comparison of projected and actual rates of change

(in percent unless otherwise stated)

Sources: SO SR, NBS calculations.
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— inflation
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The inflation rate in 2016 is expected to be
slightly lower than projected in the MTF-2015Q3
forecast, owing mainly to lower than expected
services inflation. The annual inflation rate in
November 2015 is expected to reach -0.4%. The

Chart 16 Composition of annual inflation
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Chart 17 Headline inflation rate (%)
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overall price level is expected to start increas-
ing, year-on-year, by as early as the beginning
of 2016, based on the assumed acceleration of
rates of inflation in services and food, as well as
in non-energy industrial goods.

Chart 18 Annualised net inflation exclud-
ing automotive fuel (per cent; seasonally
adjusted)
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Source: SO SR, NBS calculations.
Note: Net inflation comprises non-adminstered prices of services
and non-adminstered prices of non-energy industrial goods.

Chart 19 Year-on-year price changes - trend
and forecast (p.p.; per cent)

(%) (p-p.)
2.0 - 1.00
154 Nowcasting _F 0.75
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1.0 I L o.
05- )4 < b 025
0.0 e = 0.00
0.5 = -0.25
-1.04 I -0.50
154 r-0.75
207 5014 2015 2016 e

Administered prices excluding energy (right-hand scale)
B Industrial goods excluding energy and administered prices
(right-hand scale)
B Services excluding administered prices (right-hand scale)
= Energy excluding automotive fuel (right-hand scale)
Automotive fuel (right-hand scale)
B Food (right-hand scale)
== HICP - actual data
Nowcasting
== MTF-2015Q3 forecast
4 Difference between MTF-2015Q3 and nowcasting
(p.p.; right-hand scale)

Source: SO SR, NBS calculations.
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CHAPTER 5

5 QUALITATIVE IMPACT ON THE FORECAST

The latest published figures indicate that eco- Medium-Term Forecast (MTF-2015Q3). Since,
nomic growth in the third quarter was slightly however, the difference is mainly due to the ab-
higher than projected in NBS's September 2015  sorption of EU funds, this year’s slightly higher

Chart 20 GDP, industrial production and Chart 22 Employers’ expectations
sales (annual percentage changes) (balance of responses) and employment
(annual percentage changes)
‘ ~ 30 (;&:)_ (balance of respo_nses)
Sy
Sl 2 oo
A
L 10 . .
Voo
*
0
0 N r n -10
2 %
54 L10 =R
-1 M i =t 15
*
-10 I-20
2J L-20
2013 2014 2015 2016
-15 4 L.
2010 2011 2012 2013 2014 2015 2016 «== Employment - monthly indicator (excluding impact of revision)
@ GDP (lefthand scale) ¢ Employment- ESA
«=Industrial production (three-month moving average) == Employment expectations (three-month moving average;
== |ndustry sales (constant prices; three-month moving average) righthand scale)
Sources: SO SR and NBS. Source: SO SR, NBS and European Commission.
Note: GDP for Q3 2015 is the SO SR’s flash estimate. Note: Employment for Q3 2015 is the SO SR’ flash estimate.

Chart 21 GDP and the economic sentiment Chart 23 Consumers’ inflation perceptions
indicator (balance of responses) and HICP inflation
(annual percentage changes)
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-6 L 60 == |nflation expectations for next 12 months (shifted by six months)
2010 2011 2012 2013 2014 2015 2016 === Actual inflation for past 12 months
® GDP - annual percentage changes (left-hand scale) = HICP inflation (right-hand scale)
== ES| for Slovakia (long-run average = 100) == Nowcasting
=== ESlI for the euro area (long-run average = 100) MTF-2015Q3 forecast
Sources: SO SR, NBS and European Commission. Source: SO SR, NBS and European Commission.

Note: GDP for Q3 2015 is the SO SR’s flash estimate.
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growth rate implies a “statistically” lower growth
rate next year. Soft indicators in the external en-
vironment suggest a moderate downward risk to
the outlook for export growth next year.? Labour
market figures were in line with expectation and
therefore no significant revisions to the labour
market outlook are envisaged. The price level
fell slightly further than expected, and services

price inflation in particular is weak in compari-
son with past trends and in the light of strong
consumer demand. Owing to the subdued in-
flation trends, the inflation rate next year is ex-
pected to be slightly lower than projected in the
MTF-2015Q3 forecast, and therefore real wages
should be higher. This may boost employment
growth to some extent.

MONTHLY BULLETIN

CHAPTER 5

8 Itis assumed that Slovak exports
will benefit less from euro area GDP
growth driven by domestic demand
than from that based on global
growth.
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OVERVIEW OF MAIN MACROECONOMIC INDICATORS FOR SLOVAKIA

(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 (% | exchange
product prices ESA rate | tionindex | sectors Indicator | ana- [ financial holds | balance | (general | (general | (% GDP) GDP) rate
2010 (long-term | Iytical |  corpora- (EURmIL) | govern-| govern- (average
average=100) |  use) tions ment ment forthe
deficit gross period)

as % of | debtas %

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 -19 299 53 -16 13705
2008 54 39 6.1 32 96 29 - 99.1 49 153 253 -704.2 23 282 63 -18 14708
2009 53 09 -26 20 121 -156  -183 775 28 33 110 27913 -7.9 36.0 235 04 13948
2010 48 07 2.7 -1.5 144 8.2 79 986 78 1.6 125 -4436.1 -1.5 408 -4.7 0.1 13257
2011 27 4] 27 18 136 53 9.0 9.7 29 16 1M1 32757 4.1 433 5.0 0.1 13920
2012 16 37 39 0.1 140 8.0 49 939 88 23 103 -3,8107 42 519 09 35 1.2848
2013 14 15 0.1 08 142 5.2 23 904 6.4 17 102 -2,0233 2.7 546 20 41 1.3281
2014 24 01 25 14 132 37 22 100.2 25 1.2 131 -29234 28 535 0.1 38 13285
201404 28 01 =35 21 126 0.6 10 1024 25 12 131 - -4.0 537 =6, 20 1.2498
2015Q1 29 -05 -39 18 124 56 33 101.2 54 27 134 - 23 54.2 18 5.1 1.1261
2015Q2 34 -01 38 20 112 36 42 100.2 712 40 132 = -26 545 -1.7 32 11053
2015Q3 367 -03 -45 222 114 6.3 74 978 104 26 135 = . . . .17
2014 Nov. - 00 29 = 122 35 0.1 105.5 30 53 123 -181.2 = = - - 12472
2014 Dec. - -0l =31/ - 123 27 1.2 1013 25 12 13.1 -6184 - - - - 12331
2015 Jan. - 05 -39 - 124 21 09 100.5 40 09 131 -60.5 - - - - 11621
2015 Feb. - 06 -44 - 123 35 30 103.1 40 25 133 619.5 - - - - 11350
2015 Mar. - 04 33 = 121 11.0 6.0 100.1 54 27 134 2717 = = - - 1.0838
2015 Apr. - -0 35 = 11.7 30 24 1023 49 20 133 -38.8 = = - - 10779
2015 May = il 235 > 15 1.1 35 989 6.2 29 130 -535.8 > = 2 - 11150
2015 June - -0 -44 - 115 6.8 6.5 99.5 72 40 132 1836 - - - - 11213
2015 July - <02 42 - 115 11.9 88 95.7 9.0 17 135 1569 - - - - 1.099%
2015 Aug. - <02 -4.1 = 1.3 04 56 99.6 9.2 08 136 1058 = = - - 11139
2015 Sep. - <05 5.2 = 114 72 7.7 98.1 104 26 135 95.7 = = - - 1122
2015 Oct. - 05 . = 11.0 . . 103.8 . . . -29.0 = = - - 11235

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).
2) Flash estimate Statistical Office of the Slovak Republic.

More detailed time series for selected macroeconomic indicators
http://www.nbs.sk/_img/Documents/_MonthlyBulletin/2015/StatisticsMB1115.xls
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