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1 SUMMARY’

After their significant volatility in the wake of the
United Kingdom's vote to leave the European
Union, financial indicators have returned to pre-
referendum levels. Hard data are still to reflect
the uncertain climate, although euro area indus-
trial production fell in July. Expectations of fur-
ther strong domestic demand are supported by
recent growth in retail sales. Leading indicators
are sending mixed signals, but overall it appears
there will be a modest slowdown in euro area
economic activity.

Slovakia also reported a decline in industrial
production. As in other countries, this was partly
explained by a change in the timing of factories’
summer shutdowns, which this year were con-
centrated in July. The fall in production also had
an impact on sales and exports. However, the
ground lost by production in July is expected to
be made up straightaway in August. According
to domestic demand indicators, the retail trade
sector has still not begun to pick up significantly.
The GDP nowcast for the third quarter, incorpo-
rating monthly indicators and foreign demand
estimates, shows moderate growth.

Labour market conditions remained favourable
in the third quarter. Employment increased fur-

CHAPTER 1

ther in July, reflecting mainly job growth in the
services sector and a modestly positive contri-
bution from industry. In the construction sector,
however, employment declined amid weaken-
ing output, particularly in infrastructure con-
struction. The unemployment rate remained
unchanged in August, at 9.4%?, possibly indicat-
ing difficulties in placing job seekers into em-
ployment. Wage growth slowed, probably due to
holidays and weaker industrial output. The next
period is expected to see it return to the levels of
previous months.

The negative annual inflation rate moderated
slightly in August, to -0.8%. The headline rate
continues to reflect falling food and energy
prices, although the decline in energy inflation
is gradually easing due to a base effect. The pass-
through of low agricultural commodity prices to
food prices is expected to continue, with a nega-
tive impact on the average inflation rate for this
year. That rate is projected to be -0.5%, with im-
ported prices accounting for most of the down-
ward pressure. The inflation rate is expected to
turn positive before the end of the year. Increas-
ing domestic demand may accelerate goods and
services inflation from the beginning of 2017,
since repricing takes place mainly in January.

1 Allmonth-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; source:
UPVSR).
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2 THE REAL ECONOMY

‘HARD’ INDICATORS OF ECONOMIC
ACTIVITY

2.1

The monthly figures for July 2016 were affected
mainly by summer holiday shutdowns in the car
industry. Compared with the previous year, the
shutdowns were more extensive and were more
heavily concentrated in July. The slump in the
monthly indicators may therefore be considered
a blip. Indeed, the numbers of new vehicle reg-
istrations in Europe are also not pointing to any
significant decline in demand for cars. A rebound
can therefore be expected in August, particularly
in the automotive industry.

As regards sales in the economy, they remained
flat in terms of the difference between their av-
erage for the three months to end-July and the
corresponding average three months earlier. The
main downward pressure on total sales came
from the industry sector.

Turning to industrial production, its three month-
on-three month rate of change was -4.6%. Ac-
cording to estimates (assuming production to be
at last year’s level and abstracting from other ef-
fects), the number of cars produced in July could
be around 43,000 fewer in year-on-year terms.

Chart 1 Sales, industrial production and

exports (percentages, three month-on-three
month; moving average; constant prices)
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== Sales in the economy
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Industrial production

Sources: SO SR and NBS calculations.

Chart 2 Automotive industry indicators

(percentages, three month-on-three
month; moving average; constant prices)

2013 2014 2015 2016

Carmakers' production
== Carmakers' sales
=== Carmakers' exports

Sources: SO SR and NBS calculations.

Summer holiday shutdowns in the car industry
are an opportunity to carry out technical adjust-
ments, which this year included preparing the PSA
Peugeot-Citroen plant for production of a new car
model and preparing the Volkswagen plant for
the production of updated models. Such changes
are expected to be reflected in increased demand
for the output of these plants in the period ahead.

The summer shutdowns of Slovakia’s largest ex-
porters also weighed on goods exports, which
for the three months to end-July were only 0.2%
higher than for the previous three months (if car
exports are excluded, the growth rate rises to
4.2%). Exporters can look back on arelatively suc-
cessful second quarter with strong market share
growth, and it is therefore difficult to expect fur-
ther significant acceleration of that growth. Ac-
cording to the nowcast estimate, export growth
for the third quarter will moderate to 0.7% quar-
ter on quarter. As for imports, they were 0.2%
lower for the three months to end-July than for
the previous three months. The share of imports
destined for meeting domestic demand in-
creased appreciably in July for the first time this
year. This is consistent with the expected gradual
pick-up in domestic investment demand, follow-
ing its downturn in the first half of the year.

CHAPTER 2
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2.2 ‘SOFT'LEADING INDICATORS

The European Commission’s Economic Sen-
timent Indicator (ESI) for the euro area dete-
riorated in August, as confidence ebbed in all
sectors apart from services. The ESI for Germany

Chart 3 GDP growth estimate for the euro

area in Q3 and Q4 2016 (quarter-on-quarter
percentage changes)
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Note: The highlighted area denotes developments since the
previous Monthly Bulletin.

Chart 4 GDP growth estimate for Germany

in Q3 and Q4 2016 (quarter-on-quarter
percentage changes)
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previous Monthly Bulletin.

also fell, with the construction sector reporting
the only increase in confidence. The ZEW eco-
nomic sentiment index for Germany was un-
changed in September from its level in August.
The Purchasing Managers’ Indices (PMls) for
the euro area and Germany both edged down

Chart 5 Economic sentiment indicators for
Germany
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Chart 6 Germany - Ifo index (2005 = 100)
and annual GDP growth
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further in September, indicating a slowdown in
economic activity growth. On the other hand,
the Ifo Business Climate Index for Germany in-
creased in August and showed an improvement
in business expectations.

CHAPTER 2

Leading indicators point to the euro area and
German economies growing in the third quarter
of 2016, albeit more slowly than in the previous

quarter.
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3 THE LABOUR MARKET

Employment across the private sector segments
under review increased in July by 0.2% month
on month and by 2.5% in year-on-year terms.
Like in the second quarter, employment growth
was driven mainly by job creation in the services
and trade sectors. Industry reported slower job
growth and construction sector employment
remained flat in three-month-on-three-month
terms (output in the sector has fallen from its
high level earlier in the year, when it was boost-
ed by the absorption of EU funds remaining from
the previous programming period). Business
surveys showed employment expectations for
August to be relatively high in all the principal
sectors, providing grounds to assume a favour-
able trend in the period ahead.

Unemployment, however, fell only slightly in
August. The number of unemployed people de-
creased by around 1,100 in seasonally adjusted
terms, and so the overall unemployment rate
edged down by just 0.04 percentage point, to
11.04%°. The registered unemployment rate re-

Chart 7 Employment - sectoral contributions
to the three month-on-three month rate of

change (moving average; percentage point
contributions)
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Sources: SO SR and NBS calculations.
Note: The contribution of employment in trade and services does not
include the impact of a methodological change in January 2016.

Chart 8 Indicator contributions to the
nowcast of quarter-on-quarter employment
growth (percentage point contributions;
percentages)
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Sources: SO SR, UPSVR, OECD, European Commission, CPB
Netherlands and NBS calculations.

Chart 9 Unemployment (percentages;
thousands of persons)

(thousands of persons) (%)
4 - 140
2 F 13.5
01 L 130
5 d - 125
4 | 120
6 115
8 110
-10 4 + 10.5
=12 4 - 10.0
-14 4 F 95
- 2015 2016 - %0

B Unemployed unavailable for work
= Unemployed available for work
== Unemployed in total
== Qverall unemployment rate (right-hand scale)
Registered unemployment rate (right-hand scale)

Sources: UPVSR and NBS calculations.
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3 Inseasonally-unadjusted terms, the
registered unemployment rate de-
creased month-on-month by 0.01
percentage point, to 9.43%, and the
unemployment rate based on the
total number of job seekers fell by
0.11 percentage point, to 10.85%.
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Chart 10 Number of unemployed
(thousands of persons)
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Sources: UPVSR and NBS calculations.

Note: The Labour Force Survey unemployment figure for Q3
2016 is the MTF-2016Q3 projection. The analytical time series of
unemployment is based on UPSVR figures and is defined in the
MTF-2013Q3 forecast.

corded a marginal technical increase, probably
because a proportion of unemployed ended
their participation in small-scale community
service and voluntary work schemes and were
reclassified as available for work. The negligible
fall in unemployment and subdued situation
in the construction sector are the main factors
weighing on the nowcast estimate of employ-
ment growth in the third quarter (as well as on
the MTF-2016Q3 forecast for the same). A further
downward factor is the expected scaling back of
public sector recruitment programmes, although
this may be reversed in subsequent quarters.

Employment growth in the sectors under re-
view and the majority of leading indicators are
generally favourable, as the MTF-2016Q3 fore-
cast recognises in an upward revision of the
employment growth projection for the third
quarter. Considering also, however, the relative-
ly subdued dynamics among the registered un-
employed, employment growth is not expected
to return to the high levels observed in the first
half of 2016. The MTF-2016Q3 forecast projects

employment growth for the whole of 2016 to
be 2%.

Average annual wage growth in the sectors
under review was 2.6% in July, suggesting that
wage growth will be slightly lower in the third
quarter than in the second quarter. The slow-
down was most pronounced in industry and
construction. In industry in particular this may
have been partly caused by the timing of sum-
mer holiday shutdowns, which compared with
the previous year were more heavily concentrat-
ed in July than in August. It is clear from histori-
cal data that the fewer number of hours worked
during holiday periods has a negative impact on
wage payments. Hence industrial wage growth
in July may have been distorted downwards, and
the rate in August may be expected to rebound.
For that reason, the weaker wage growth in July
was not factored into the MTF-2016Q3 forecast,
and the projection for average wage growth in
2016 remains unchanged at 3.4%. At the same
time favourable trends continue to be observed
in labour demand, economic performance and
profitability, all of which are expected to support
wage growth in the period ahead.

Chart 11 Wage growth (annual percentage
changes; three-month moving average)
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Chart 12 Hours worked and the average
wage during holiday periods
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Sources: SO SR and NBS calculations.
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4 PRICES

The annual HICP inflation rate for Slovakia was
slightly less negative in August (-0.8%) than in
July (-0.9%). In month-on-month terms, the price
level fell by 0.1%, reflecting mainly a seasonal
drop in food prices and in non-energy industrial
goods prices, but also an increase in services
prices.

The negative annual inflation rate moderated in
August, owing mainly to automotive fuel prices.
The annual rate of change in energy prices ex-
cluding automotive fuel is expected to be less
negative in September than in August, due
to the base effect of the gas price reduction in
September 2015. This, together with projected
pump prices, is expected to further ease the
negative headline inflation rate.

Based on latest estimates for this year’s harvests
and global stocks, the environment of low prices
in basic food commodities is expected to contin-
ue. Hence food inflation should remain negative
until the end of 2016.

At odds with the strengthening labour market,
net inflation excluding automotive fuel has been
at a very low level (0.7%) for a prolonged pe-
riod*. On the other hand, demand-pull inflation
may be showing tentative signs of picking up.

Services inflation excluding administered prices
increased to 0.3% month on month.

Average annual inflation in 2016 is expected to
be -0.5%, its negative level caused mainly by im-
ported prices. The negative headline rate is ex-

Chart 13 Annual HICP inflation and its
composition (percentages; percentage
point contributions)
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land MTF-2016Q3 forecast
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m Food
== HICP - actual data (%)
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Sources: SO SR and NBS calculations.

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

percentage changes; percentage point contributions)

Sources: SO SR and NBS calculations.
1) Projections taken from NBS's Medium-Term Forecast (MTF-2016Q2).

Net
Non-energy inflation
industrial | Energy | Food |Services| HICP .
excluding
goods fuel
2 July 2016 - actual figure 0.2 -5.2 -2.2 1.3 -0.9 0.7
g August 2016 - forecast 0.3 -4.6 -1.7 14 -0.6 0.9
§ B August 2016 - actual figure 0.1 -4.7 -2.2 1.4 -0.8 0.7
©
s ~ .
2| ga |Avgust-actualfigure minus 02 02 | 05 | 00 |-021| -02
S forecast
E L % . .
8 (B .l-\) Contribution to overz?ll f?recast 0.07 -0.02 011 001 | -0.21 -0.08
weight | error (percentage point)
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Chart 14 HICP inflation (percentages) Chart 16 HICP core inflation broken down

by price-change intervals

2- - 1.00
Nowcast and
MTF-2016Q3 forecast [ 075
-
14 'I - 0.50
Fv‘v"”
! L 0.25
I’
V.1 *
0 T 0.00
”J
/ L-0.25
,
F L-0.50
F-0.75
Py L-1.00
2015 2016 2017
L 3 2
B Month-on-month changes - unadjusted (right-hand scale) =5 5 5

== Year-on-year changes - unadjusted
== Nowcast and MTF-2016Q3 forecast for year-on-year changes
- unadjusted
<= Month-on-month changes - seasonally adjusted (right-hand scale)

m Lessthan 0%
m 0%to1%
m More than 1%

Sources: SO SR and NBS calculations. Source: NBS calculations.

Chart 15 Demand-pull inflation (percentages; pected to moderate to -0.4% in September and

seasonally adjusted) to turp positive at the end of the year. Fven f.:lb-
stracting from external effects, the low inflation

8 1 r12 environment is still expected to persist.
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CHAPTER 5

5 INDICATIVE IMPACT ON THE FORECAST

Nowcast movements and all the most recent
monthly figures have been incorporated into
NBS's latest Medium-Term Forecast (MTF-

2016Q3).

Chart 17 Employment nowcast

Chart 18 Nowcast for GDP growth in Q3 2016
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Chart 19 GDP nowcast (quarter-on-quarter
percentage changes)®
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Sources: SO SR and NBS calculations.
Note: The nowcast of GDP growth excludes qualitative impacts
and one-off effects (e.g. EU funds).

5 The band around the point esti-
mate denotes +/- 1 and 2 times the
root mean square error. Nowcasts
are calculated using OLS time series
models based on selected sets of
monthly indicators (for employ-
ment, a factor model is used).
Nowcasts provide a current esti-
mate of future developments using
available monthly figures from the
current quarter, their future values
forecast with ARIMA models, and
their lagged values. The individual
model projections are independ-
ent of each other and therefore
forecasting error in a past quarter
cannot affect current projections.
Further details are available in
the commentaries on the GDP
nowcasts, private consumption
nowcasts, export nowcasts and
employment nowcasts.
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Chart 20 Private consumption nowcast Chart 21 Nowcast for goods and services

(quarter-on-quarter percentage changes)® exports (quarter-on-quarter percentage
changes)®
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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 (for | Loansto | Loans to State | General | General | Current | Balance | USD/EUR

domestic producer | ment | ployment | produc- | salesof |  Sentiment | analyti- non-| house-| budget| govern-| govem- | account | oftrade | exchange

product prices ESA rate | tionindex | sec- Indicator | caluse)? | financial |  holds | balance ment ment | (% of (% of rate

2010 tors’ [ (long-term corpora- (EURmiL) | balance gross | GDP) GDP) | (average

average=100) tions (%of | debt (% forthe

GDP) | ofGDP) period)

1 2 3 4 5 6 7 8 9 10 " 12 13 14 15 16 17

2008 57 39 6.1 32 96 29 - 993 49 153 253 -704.0 -23 282 -6.2 -1.8 14708
2009 S50 09 -26 20 121 -155  -166 773 -28 33 110 -27913 -7.9 36.0 -35 04 13948
2010 51 07 2.7 -15 144 8.2 83 9.7 78 1.6 125 -4436.1 75 408 47 01 13257
2011 28 41 27 18 136 52 6.1 9.8 29 76 1.1 32757 -4.1 433 -5.0 0.1 13920
2012 15 37 39 0.1 140 8.0 44 94.0 88 ) 103 -3810.7 43 524 09 35 1.2848
2013 14 15 0.1 038 142 39 18 904 64 1.7 102 -2,0233 -2/, 55.0 20 41 13281
2014 25 01 -3.5 14 132 86 26 1004 25 1.2 131 29234 27 539 0.1 38 13285
2015 36 -03 42 20 115 7.0 73 99.7 11.5 6.8 130 -1,9326 3.0 529 -13 24 11095
2015Q3 37 03 -4.5 22 113 6.0 103 98.0 104 26 135 = -1.6 539 -3.8 08 11117
2015Q4 43 05 4.8 20 11.0 50 85 99.0 115 6.8 13.0 = 5.2 529 -1.1 08  1.0953
2016Q1 34 05 =53 22 104 22 5.7 102.6 10.1 31 128 - -1.9 522 0.8 42 11020
2016 Q2 37 06 52 23 96 6.4 59 9.7 9.7 0.7 134 = . . 03 39 11292
2015 Sep. - <05 52 = 114 71 10.8 9.3 104 26 135 -96.0 - = = -2
2015 Oct. - 05 -5.0 = 11.0 12 48 104.0 10.2 29 133 -29.1 > = = - 11235
2015 Nov. - 04 5.0 = 108 83 13 9%.8 104 5.1 135 241 - = = - 10736
2015 Dec. =AY -4.5 = 106 59 9.0 9%.3 115 6.8 13.0 -751.2 ® > ° - 1.0877
2016 Jan. - 06 52 - 104 19 22 1025 13 44 129 86 - - - - 1.0860
2016 Feb. - 03 47 - 10.1 71 38 1026 105 28 126 -842.7 - - - - 11093
2016 Mar. - 05 5.9 = 99 -2.0 50 1028 10.1 31 128 -44.8 > = = - 1.1100
2016 Apr. - 04 5.6 = 9.6 76 122 99.6 109 33 129 2328 - = = - 11339
2016 May - 07 5.6 = 9.5 9.6 85 98.0 108 15 133 -465.4 - - = - 13N
2016 June -0/ -4.5 - 9.5 23 43 98.6 9.7 0.7 134 375.1 - - - - 11229
2016 July - 09 -4.6 - 94 -143 237 1039 89 46 137 1122 - - - - 11069
2016 Aug. - -08 . = 94 . . 99.9 . . . 131 - = = - 11212

Sources: Statistical Office of the Slovak Republic, MF SR, the European Commission and NBS.
1) Constant prices (seasonally adjusted).
2) 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/2016/StatisticsMB0916.xls
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