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1 SUMMARY’

Economic activity indicators for the euro area
showed a slight acceleration at the beginning
of the last quarter of 2016. Retail sales increased
notably in October, and leading indicators sug-
gest their upward trend will continue until the
end of the year.

In Slovakia there was an improvement in ‘hard’
indicators early in the fourth quarter. Industri-
al production growth increased gradually after
a weak third quarter, consequently supporting
growth in exports and, in turn, sales in the econ-
omy.

The upward trend in employment came to a halt
in October owing to falling employment in the

CHAPTER 1

construction sector (where activity remains very
weak) and, in certain sectors, to the downward
impact of labour supply shortages on recruit-
ment. Wage growth slowed slightly in October,
the main cause being unfavourable develop-
ments in the construction sector and falling
wages in the IT sector.

The negative annual inflation rate edged fur-
ther towards positive territory in October, to
stand at -0.2%. This trend is supported by a di-
minishing year-on-year rate of decline in food
and energy prices. The headline inflation rate
is expected to turn positive in December, and
then accelerate up to 1% during the course of
2017.

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

NBS
MONTHLY BULLETIN 5
DECEMBER 2016



2 THE REAL ECONOMY

2.1 ‘HARD’INDICATORS OF ECONOMIC

ACTIVITY

Monthly indicators picked up in October 2016
in comparison with their average for the third
quarter. In the case of industrial production and
exports, however, the improvement largely re-
flected the base effect of weaker results in the
third quarter. The ground lost in that period is ex-
pected to have been partly recovered in the final
quarter. Industrial production for October was
5.8% higher than the average for third quarter,
while export growth was 3.4% stronger. These
pick-ups were attributable not only to the car
industry (the cause of recent fluctuating trends),
but also to output and exports in the industries
manufacturing rubber products and processing
metal.

As regards sales in the economy, they were
0.3% higher in October compared with their
average for the third quarter. The increase was
driven by sales in industry and wholesale trade.
Nevertheless, imports for domestic demand re-

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

percentage changes in the three-month
moving average; constant prices)

vw am

2013 2014 2015 2016

== Sales in the economy
Industrial production
=== Goods exports

Sources: SO SR and NBS calculations.

Chart 2 Automotive industry indicators
(three-month-on-three-month percentage

changes in the three-month moving average;
constant prices)

2013 2014 2015 2016

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

Sources: SO SR and NBS calculations.

mained below the third-quarter level. Not even
consumption imports for retail chain inventories
were yet showing the usual pre-Christmas spike.

2.2 ‘SOFT'LEADING INDICATORS

The European Commission’s Economic Senti-
ment Indicator (ESI) for the euro area remained
largely unchanged in November, while the ESI
for Germany, after improving appreciably in
October, corrected slightly. In Germany, the Ifo
Business Climate Index was moderately higher in
December than in previous month and the ZEW
economic sentiment index for December was
unchanged. The Purchasing Managers’ Index
(PMI) for the euro area remained flat in Decem-
ber, while the PMI for Germany fell marginally.

Leading indicators for the euro area and Ger-
many are sending quite favourable signals and,
together with GDP nowcasts, imply a slight ac-
celeration in economic growth in the fourth
quarter.

CHAPTER 2
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Chart 3 GDP growth estimate for the

euro area in Q4 2016 and Q1 2017

Chart 5 Economic sentiment indicators for
Germany

CHAPTER 2

(quarter-on-quarter percentage changes)
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Chart 4 GDP growth estimate for Germany

in Q4 2016 and Q1 2017 (quarter-on-quarter
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Chart 6 Germany - Ifo index (2005 = 100)
and annual GDP growth
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3 THE LABOUR MARKET

Annual employment growth in October stood
at 2.6%, slightly down from the rate for the third
quarter (2.7%). In month-on-month terms, em-
ployment increased by a marginal 0.03%. It ap-
pears that labour supply shortages are to some
extent curbing recruitment. The sectors that
have been driving overall job growth for the past
three months are services — in particular IT and
communication, and accommodation and food
services (amid a pick-up in tourism) - transpor-
tation, and other market services (in particular
administrative activities, advertising, consultan-
cy activities, and similar areas). Industry is the
principal generator of new jobs, with the strong-
est growth appearing in the industries manufac-
turing rubber and plastic products, processing
metals, manufacturing machinery and equip-
ment, and manufacturing cars. The construction
sector is struggling by comparison, as firms have
still not adequately made up for the slump in
EU-funded investment. Despite weak month-
on-month results in October, leading indicators

Chart 7 Employment - sectoral contributions
to three-month-on-three-month percentage

changes in the three-month moving average
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Chart 8 Indicator contributions to the
nowcast for quarter-on-quarter employment
growth (percentage points)

2014 2015 2016

Trend
m Foreign indicators
m  Public sector
Domestic indicators
== Employment in the economy (percentages)
== Employment growth nowcast (percentages)

Sources: SO SR, UPSVR and NBS calculations.

Note: The public sector comprising public administration, education
and human health as defined in the SK NACE statistical classification
ofeconomic activities.

Chart 9 Labour supply shortages in the
Slovak economy (percentages of
respondents)

(percentage points)
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the number of respondents in each sector that reported a labour
shortage, weighted by the number of people employed in the
sectors.
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now suggest that employment will continue to
grow in the period ahead. Hence, job growth is
expected to be stronger in the fourth quarter as
a whole than in October, and to be approximate-
ly as projected in NBS's latest Medium-Term Fore-
cast (MTF-2016Q4).

Average annual wage growth in the sectors un-
der review was 2.3% in October, significantly
lower than the average rate for the third quarter
(3.7%). The construction sector is currently exert-
ing the largest drag on overall wage growth, ow-
ing to, on the one hand, the base effect of high
wage and bonus payments paid in the sector at
the end of last year (related to EU-funded pro-
jects) and, on the other hand, the current period
of falling output. Wage growth in industry and
services also slowed, but it is expected that in-
creasing production, and consequently sales,
will support wage growth over the rest of the
year. Looking ahead, some firms may also trim
wage costs in response to the increase or aboli-
tion of social contribution ceilings, and this may

Chart 10 Wage growth (annual percentage

changes in the three-month moving average)
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Sources: SO SR and NBS calculations.

Chart 11 Wage trends in the economy

(annual percentage changes)
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Note: The Q4 2016 figure for the average wage in the economy
as awhole is the MTF-2016Q4 projection. Data on social
contributions (accident insurance) for the fourth quarter are not
yet available.

Chart 12 Investment, wages and sales in

the IT and communication sector (index:
Q12014 =100, at current prices)
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boost the amount of wages paid in December.
A similar effect was observed in December 2012
under legislative amendments introduced at
that time. Hence, wage growth over the remain-
der of the fourth quarter may be stronger than
October’s 2.3%.

In the trade sector, wage growth remained sta-
ble in October (at 4.8%) as employers sought to

attract and retain staff by offering wage increas-
es. Itis also worth noting developments in the IT
and communication sector, where wage growth
fell and wages are now 3% lower than a year
earlier. This sector, too, may also have had to ad-
just to some extent to changes in the flow of EU
funds. On the other hand, business surveys of
the sector provide evidence of relatively positive
expectations for the months ahead.

CHAPTER 3
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CHAPTER 4
4 PRICES

Annual HICP inflation in Slovakia was slightly less e s k¥ - i NG @ AT i EY e e o e
negative in November (-0.2%) than in October eIy 1{a]oI1ale) LRI Mo 1] Lo A CLLIEL
(-0.3%). The month-on-month inflation rate was BN ELs (Ko T T lH T (0L 1o (] oLl 141
0.1%, reflecting a moderate increase in prices of  [eYaidals 0 Lile11 1))

food and services. The period of zero or negative
inflation is coming to an end.

Price trends in November remained fully in line
with projections. Food prices were largely re-
sponsible for the slower rate of decline in the 05
annual inflation rate. Services inflation also ac-

celerated moderately, but remained relatively

low in the context of labour force developments. 05
Services inflation excluding administered prices
continued its gradual acceleration in October,

0.0

i 0, 5
reaching 1.8% year on year. W G -

. . . . Administered prices excluding energy Automotive fuel
ConSIderlng current price trends in November B Industrial goods excluding energy = Food

. . . . . and administered prices === HICP - actual data (%)

and the latest available information, the inflation ® Services excluding administered prices == MTF-201604 forecast (%)
rate in 2017 is projected to exceed 1%. Inflation = Energy excluding automotive fuel
should then increase owing to the fading effect
of VAT reductions, a strong labour market, do- Sources: SO SR and NBS calculations.

mestic demand, a gradual acceleration in import
price growth, an expected increase in agricul-
tural commodity prices, and increasing year-on-
year growth in oil prices.

0.8% in the first quarter of 2017.The low inflation
The headline inflation rate is expected to turn environment is expected to persist throughout
positive in December, before accelerating to the first half of the year.

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

percentage changes; percentage point contributions)

Net
Non-energy inflation
industrial | Energy [ Food | Services | HICP .
excluding
goods fuel
2 October 2016 - actual figure 0.3 -2.1 -2.3 1.5 -0.3 0.8
% A November 2016 - forecast 0.3 2.2 -1.9 1.6 -0.2 0.9
§ B November 2016 - actual figure 0.1 -2.5 -1.6 1.6 -0.2 0.8
<
< _ )
> BA November - actual figure minus 02 03 0.4 0.0 0.00 0.1
5 forecast
S| (B-A)* ibuti Inf
8 (B ) ) Contr1|but|on to overall forecast -0.07 004 | 0.09 0.01 0.00 -0.06
weight | error

Sources: SO SR and NBS calculations.
1) Projections taken from NBS’s Medium-Term Forecast (MTF-2016Q4).
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CHAPTER 4

Chart 14 HICP inflation (percentage changes) Chart 16 HICP core inflation broken down

by price-change intervals
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Chart 15 Demand-pull inflation (annual

percentage changes; seasonally adjusted)
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Note: Net inflation comprises non-administered prices of services
and non-administered prices of non-energy industrial goods. The
super-core index comprises sub-items in the HICP for which the
output gap has predictive power with statistical significance.
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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-2016Q4.

Chart 18 Nowcast for GDP in Q4 2016

(quarter-on-quarter percentage changes)

1.0 4
[
0.94
0.9 +
Chart 17 Employment nowcast [
(quarter-on-quarter percentage changes)> 081 %
[
1.0 LE
0.7 1
0.8 4
0.6 1
0.6 08
0.4 05
October2016 November 2016 December 2016
02 f B Nowcast
== MTF-2016Q4 forecast
0.0 4
Sources: SO SR and NBS calculation
-0.2 4
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Chart 19 GDP nowcast (quarter-on-quarter

== Total employment

— Nowcast percentage changes)?
& MTF-2016Q4 forecast

Sources: SO SR and NBS calculations.

0.6 2 The band around the point esti-
0.5 mate denotes +/- 1 and 2 times the
0.4 root mean square error. Nowcasts
0.3 are calculated using OLS time
0.2 series models based on selected
0.1 sets of monthly indicators (forem-
0.0- ployment, a factor model is used).
01 Q2 03 Q4 01 02 Q3 04 01 Q2 03 Q4 Nowcasts provide a current esti-

2014 2014 2014 2014 2015 2015 2015 2015 2016 2016 2016 2016 .
mate of future developments using

— GDP available monthly figures from the
= Nowcast current quarter, their future values
¢ MTF-201604 forecast forecast with ARIMA models, and
their lagged values. The individual
Sources: SO SR and NBS calculations. model projections are independ-
Note: The nowcast of GDP excludes qualitative impacts and ent of each other and therefore
one-off effects (e.g. EU funds). aforecasting 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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http://www.nbs.sk/en/publications-issued-by-the-nbs/medium-term-forecast/medium-term-forecast-2016
http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2016/AK29_Nowcasting_HDP.pdf
http://www.nbs.sk/_img/Documents/_komentare/2014/224_HDP_kratkodoba pgn C_Rychly komentar.pdf
http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2016/AK31_X_nowcasting.pdf
http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2016/AK33_nowcasting_zamestnanosti.pdf
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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 | Loansto State | General | General | Current | Balance | USD/EUR

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

product prices ESA rate | tionindex | sec- Indicator | caluse)? | nancial | 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) | of GDP) period)

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

2008 56 39 6.1 32 96 29 - 9.3 49 153 253 -704.0 24 285 6.2 -1.8 14708
2009 54 09 -26 20 121 -155  -166 773 28 -33 110 27913 -7.8 363 34 04 13948
2010 50 07 2.7 -15 144 8.1 83 98.7 78 1.6 125 -4436.1 -1.5 412 47 0.1 13257
2011 28 41 2.7 18 136 5.2 6.1 988 29 76 1M1 32757 43 837 5.0 0.1 1.3920
2012 17 37 39 0.1 140 8.0 44 94.0 88 £8 103 -3,810.7 -43 522 09 34 1.2848
2013 15 15 0.1 08 142 38 18 904 6.4 1.7 102 -20233 2./ 547 18 41 13281
2014 26 01 -3.5 14 132 86 26 1004 25 1.2 131 29234 2.7 536 1.2 38 13285
2015 38 -03 42 20 11.5 70 73 99.7 11.5 6.8 130 -1,9326 2.7 525 0.2 27 11095
2015Q4 46 -05 -4.8 20 11.0 5.1 84 99.0 15 6.8 13.0 - -44 525 0.7 15 10953
2016Q1 34 05 5.3 22 104 23 58 1026 10.1 31 128 - -20 522 0.6 34 11020
2016Q2 38 06 =52 23 9.6 6.2 6.3 98.7 9.7 07 134 > =17 533 13 46 11292
2016Q3 30 07 -4.2 24 95 20 17 1024 93 38 129 - . . -1.6 20 11166
2015 Dec. - <05 -45 = 10.6 5.7 8.5 9.3 11.5 6.8 130 -751.2 = = - - 1.0877
2016 Jan. - 06 -5.2 = 104 20 82 1025 13 44 129 8.6 = = > - 1.0860
2016 Feb. - 03 4.7 = 10.1 7.1 6.6 102.6 105 28 126 -842.7 = = - - 11093
2016 Mar. = A5 =59 > 99 -119 27 1028 10.1 31 128 -44.8 > = ® - 11100
2016 Apr. - 04 -5.6 - 96 75 6.0 99.6 109 33 129 2328 - - - - 11339
2016 May - 07 5.6 - 95 9.0 6.9 98.0 108 15 133 -465.4 - - - - 1131
2016 June - 07 -4.5 = 95 24 6.0 98.6 9.7 07 134 3751 = = > - 11229
2016 July - 09 -4.6 = 94 -13.8 -5.6 1039 89 46 13.7 112.2 - = - - 11069
2016 Aug. - 08 -48 = 94 17.2 8.0 999 9.0 47 130 131 = = - - 11212
2016 Sep. - -0l5 -3.2 - 94 41 34 1034 93 38 129 -332 - - - - 11212
2016 Oct. - 03 28 - 9.1 34 28 1028 8.7 47 129 2237 - - - - 11026
2016 Nov. - -02 . = . . . 101.3 . . . -201.6 = = - - 1.0799

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/StatisticsMB1216.xls
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