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1 SUMMARY’

According to Eurostat’s flash estimate, euro area
GDP growth maintained its strong pace in the
first quarter of 2017. Growth remained at 0.5%,
quarter on quarter, while monthly data indicated
continuing strength in domestic demand. Export
performance was heterogeneous across euro
area countries. Exports accelerated in Germany,
and since Germany is Slovakia’s most important
trading partner, that result benefited Slovak pro-
ducers.

Slovakia’s economic growth in the first quarter
of 2017 was also the same as in the previous
quarter, at 0.8% quarter on quarter. Domes-
tic demand is expected to have remained the
principal driver of growth, based on indicators
of private consumption and, to a lesser extent,
investment.

In the labour market, employment growth mod-
erated (to 0.3% quarter on quarter), even though
monthly data had suggested that the stronger
rate of the previous period would be maintained
in the first quarter of 2017. The slowdown in job
growth was most pronounced in the services
sector. The unemployment rate continued its
downward trend in April (falling to 9.2%), sup-

porting projections of respectable employment
growth in the second quarter. Labour market
developments began to have a positive impact
on wage growth, which was slightly higher com-
pared with the last quarter of 2016.

Inflation was not yet affected to any significant
extent by labour market trends. In April, annual
consumer price inflation slowed to 0.8% owing
to decreases in food inflation and non-energy
industrial goods inflation. However, the negative
contributions of these components are assumed
to stem from temporary seasonal effects. Going
forward, the headline inflation rate is expected
to increase slightly as the labour market tightens
and domestic demand increases.

Leading indicators for the euro area in April and
May, as well as short-term projections, suggest
that the Slovak economy’s relatively robust
growth will continue in the second quarter of
2017. Furthermore, the nowcast of Slovak GDP
growth in the second quarter remained un-
changed from the previous month and from
the level projected in NBS's March 2017 Medi-
um-Term Forecast (MTF-2017Q1), at 0.8% quar-
ter on quarter.

CHAPTER 1

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

2.1 FLASH ESTIMATE OF EURO AREA GDP
Eurostat’s flash estimate for euro area GDP
growth in the first quarter of 2017 was 0.5%,
quarter on quarter, the same as the growth rate
for the previous quarter.? While details of the
composition of the latest GDP growth are not
due to be released until 8 June 2017, data for
the first two months show increasing activity
growth in the construction sector, indicating
favourable developments in investment de-
mand.

The GDP growth figures for the principal euro
area economies showed cross-country heter-
ogeneity. Growth accelerated in Germany (to
0.6%) and Spain (to 0.8%), but slowed in France
(to 0.3%) and the Netherlands (to 0.4%). In Italy,
the growth rate remained unchanged from the
previous quarter (0.2%). Among other euro area
countries, Slovakia continued to have one of the
stronger GDP growth rates (at 0.8%), and the
highest rates were observed in Finland (1.6%),
Latvia (1.5%) and Lithuania (1.4%).

Germany’s economic growth accelerated to
0.6% in the first quarter of 2017, from 0.4% in
the previous quarter. According to preliminary
figures, the quarter-on-quarter growth was
attributable to both domestic and foreign de-
mand. Favourable weather conditions resulted in
a marked increase in investment in construction
in particular, as well as in machinery and equip-
ment. Both private and public consumption also
increased moderately. Export growth outpaced
import growth, and therefore net trade also con-
tributed positively to GDP growth.

In France, by contrast, GDP growth decelera-
ted to 0.3%, from 0.5% in the fourth quarter of
2016. While household consumption remained
almost flat, investment demand continued to
accelerate. The overall contribution of domes-
tic demand (excluding changes in inventories)
to GDP growth was only marginally lower com-

pared with the previous quarter. The growth
rate was dampened, however, by the fact that
exports fell sharply amid accelerating import
growth.

2.2 FLASH ESTIMATE OF SLOVAK GDP

The Slovak economy grew in the first quarter of
2017 by 0.8%, quarter on quarter, as it did in the
last quarter of 2016. In year-on-year terms, GDP
growth edged up to 3.1%, from 3% in the previ-
ous quarter (non-seasonally adjusted).

GDP for the first quarter amounted to €20,095
million and was therefore in line with the GDP
projected in the MTF-2017Q1 forecast (€20,098
million). The composition of the GDP growth will
be published on 7 June 2017. The MTF-2017Q1
forecast envisages an increase in domestic de-
mand'’s positive contribution to GDP growth, and
that view is supported by monthly data for retail
trade turnover and car sales.

Chart 1 GDP - trend and NBS forecast
(constant prices)
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Sources: SO SR and NBS calculations.

CHAPTER 2

2 GDP growth for the fourth quarter
0f 2016 was revised up.
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CHAPTER 2

Chart 2 Private consumption according Chart 3 GDP growth estimate for the euro
to monthly data (percentage point area in Q2 and Q3 2017 (quarter-on-quarter

contributions to quarter-on-quarter percentage changes)
percentage changes)
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Note: The figures for the first quarter of 2017 are NBS projections. Note: The highlighted area denotes developments since the

previous Monthly Bulletin.

Chart 4 GDP growth estimate for Germany

2.3 ‘SOFT’'LEADING INDICATORS in Q2 and Q3 2017 (quarter-on-quarter
percentage changes)

The European Commission’s Economic Senti-
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increased (to 57.3).
== Nowcast for Q2 2017
Leading indicators for April and May, as well as 4 Nowcast for Q3 2017
short-term forecasts, suggest that economic . .
Source: Now-Casting Economics Ltd.

9 rowth will remain rEIat'VEIy robust in the sec- Note: The highlighted area denotes developments since the
ond quarter of 2017. previous Monthly Bulletin.
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CHAPTER 2

Chart 5 Economic sentiment indicators for Chart 6 Germany - Ifo index (2005 = 100)
Germany and annual GDP growth
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3 THE LABOUR MARKET

According to the SO SR’s flash estimate, employ-
ment in Slovakia grew in the first quarter of 2017
by 2.1% in year-on-year terms and 0.3% quarter
on quarter, which in each case was slightly lower
compared with the fourth quarter of 2016 (2.6%
and 0.5%). Annual employment growth remains
solid, albeit not as high as projected in the MTF-
2017Q1 forecast. A stronger growth rate had
been expected on the basis of monthly indica-
tors, such as employment in the sectors under
review, registered unemployment, and business
surveys. According to preliminary monthly data
for the sectors under review, both industry and
business activities continued to make a positive
contribution to overall job growth. Services had
a negative impact (owing mainly to employment
figures in sub-sectors such as administrative and
support service activities, and consultancy), al-
though business surveys show that employment
expectations in the sector remain favourable.
Job growth in industry increased slightly thanks
to improving trends in the external environment.
Employment in the construction sector picked
up moderately amid signs of growth in construc-

Chart 7 Employment according to the ESA

2010 methodology - trend and forecast
(percentages)
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== Employers' expectations (right-hand scale)
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Sources: SO SR and NBS calculations.
Note: Survey-based expectations of employers for employment
growth are standardised (Q2 2017 is based on April data).

Chart 8 Employment - sectoral contributions
to quarter-on-quarter employment growth

based on monthly figures (percentage
points)
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Sources: SO SR and NBS calculations based on monthly figures
for employment in the sectors under review.

Note: The contribution of employment in trade and services does not
include the impact of a methodological change in January 2016.

Chart 9 Indicator contributions to the
nowcast for quarter-on-quarter employment
growth (percentage points)

2014 2015 2016 2017

Trend
B Foreign indicators
H  Public sector
Domestic indicators
== Employment across 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 sections O, P and
Q of the NACE statistical classification of economic activities.
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tion production. The employment outlook for
the next quarter remains optimistic, supported
by favourable data from domestic and foreign
business survey indicators as well as by encour-
aging growth in domestic sales and construction
production. According to nowcasting, quar-
ter-on-quarter employment in the second quar-
ter of 2017 could be close to the MTF-2017Q1
projection. Owing to the first-quarter results,
however, job growth for the year as a whole is ex-
pected to slightly undershoot NBS projections.

The unemployment rate based on the total
number of job seekers fell in April by 0.14 per-
centage point to 9.2% (the number of job seek-
ers dropped by around 3,800). The registered
unemployment rate, which tracks only unem-
ployed available for work?, fell by the same
margin. The drop in unemployment was more
moderate in April than in the individual months
of the previous two quarters, but remained rela-
tively marked in historical terms. Its moderation
reflected a decline in the number of job seekers
finding work. However, the number of people
registering as unemployed after redundancy or
a period outside the labour force remains very
low. Unemployment’s downward trajectory is
helping to ensure that employment trends re-
main favourable in the second quarter.

Chart 10 Unemployment (percentages;

change in thousands of persons)

(change in thousands of persons) (%)
2 - 120
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B Unemployed unavailable for work
Unemployed available for work
== Unemployed in total
== Overall unemployment rate (right-hand scale)
Registered unemployment rate (right-hand scale)

Sources: UPVSR and NBS calculations.

Chart 11 Number of unemployed
(thousands of persons)
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== Analytical time series of unemployment
Number of unemployed - three-monthly data from
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Sources: SO SR, UPSVR and NBS calculations.

Note: The Labour Force Survey unemployment figures for Q1 and
Q22017 are the MTF-2017Q1 projections. The analytical time
series of unemployment is based on UPSVR figures and is defined
in the MTF-2013Q3 forecast.

Average annual wage growth across the sec-
tors under review stood at 3.4% in March and
4% for the first quarter, which was slightly high-
er compared with the fourth quarter of 2016.
The first-quarter wage growth was accounted
for largely by the sectors of manufacturing,
construction and, to a lesser extent, trade. The
first-quarter figures also reflected the impact
of last year’s leap day and the fact that Easter
fell in March (both being factors that slightly
boosted wages last year and exerted a damp-
ening base effect in the first quarter of this year,
amounting in total to around 0.3 percentage
point). Going forward, the continuing growth
in labour demand is expected to have a signif-
icant positive impact on wage growth. Nominal
labour productivity is also picking up and may
further support wage growth in the months
ahead (signs of increasing productivity may be
found in such indicators as sales growth, export
performance, and production capacity utilisa-
tion). First-quarter wage trends in the sectors
under review were broadly consistent with
MTF-2017Q1 projections.

CHAPTER 3

3 Innon-seasonally adjusted terms,

the registered unemploymen

trate

decreased month on month by
0.3 percentage point, to 7.74%, and

the unemployment rate base

don

the total number of job seekers fell
by 0.32 percentage point, to 9.13%.
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CHAPTER 3

Chart 12 Wage growth by sector based on Chart 13 Wage trends in the economy
monthly figures (annual percentage changes) (annual percentage changes)
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Note: The average wage for the economy as a whole in the first
quarter of 2017 is the MTF-2017Q1 projection. The dashed line
denotes an estimate (nowcast) of average wage growth based on
current monthly wage indicators (social contributions, wages in
the sectors under review) and also takes into account expected
wage trends in the public sector.
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CHAPTER 4

4 PRICES

Annual HICP inflation continued its downward
trend in April, slowing to 0.8% (down from 1.0%
in March). In month-on-month terms, the price

Chart 15 HICP inflation (percentage changes)

level edged up by 0.1%, reflecting mainly in- A= o 190
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creases in industrial goods prices. A4
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’
¢
. . . o . + 0.50
The April drop in annual headline inflation was
largely attributable to decreases in food inflation - 025
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10 X e idays, which was reflected in a greater than ex-
15 it it s pected decline in alcohol prices. May should see
these prices return to their previous higher lev-
Administered prices excluding energy Automotive fuel . .
O Inshsiel s et eemyae O [fw els. Unprocessed food prices continued to tum-
edfililsioizl ikes =l = i) ble, following their sharp rise in February. As for
B Services excluding administered prices == MTF-2017Q1 forecast (%) ; . .
= Energy excluding automotive fuel HICP - actual data (%) non-energy industrial goods prices, the seasonal

April increase in clothing and footwear prices

2L D0 S B et was more moderate compared with the previ-

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

percentage point contributions)

Net
Non-energy inflation
industrial | Energy [ Food [ Services| HICP .
excluding
goods fuel
‘g March 2017 - actual figure 0.6 -2.2 2.2 1.9 1.0 1.3
_rc% A April 2017 - MTF-2017Q1 forecast 0.9 -2.9 2.7 18 1.1 13
; B April 2017 - actual figure 0.5 -2.6 1.7 1.8 0.8 1.2
[}
| B-A | April - actual figure minus forecast -0.3 0.3 -0.9 0.0 -0.29 -0.1
o
L | (B-A)* ibuti Il f
5 (B ) ) Contr1|but|on to overall forecast -0.09 0.05 -0.24 001 | -0.20 -0.03
> | weight | error”

Sources: SO SR and NBS calculations.
1) Projections taken from NBS's March 2017 Medium-Term Forecast (MTF-2017Q1).
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ous year, resulting in a temporary slowdown in
their year-on-year rate of increase. Despite these
effects, the annual inflation rate is expected to
accelerate gradually from May until the end of
2017, buoyed by relatively strong import price
inflation. Automotive fuel inflation has contin-
ued to moderate since peaking in February. Giv-
en current trends in energy wholesale markets,
household gas and electricity prices are expect-
ed to remain unchanged until the end of 2017.

Chart 16 Demand-pull inflation excluding

used car prices (annual percentage changes;
seasonally adjusted)

T
o

Super-core (right-hand scale)
Net inflation (right-hand scale)
== Qutput gap - four quarters back

Sources: SO SR and NBS calculations.

Note: Demand-pull 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.

Services inflation has been close to 2% in year-
on-year terms since the beginning of 2017 and it
is expected to accelerate gradually over the rest
of the year, up to 2.8%. This is expected to reflect

wage growth as well as increased household de-
mand.

Despite the April slowdown, the average head-
line inflation rate for the whole of 2017 is expect-
ed to exceed 1%.

Chart 17 HICP core inflation broken down
by price-change intervals
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Source: NBS calculations.
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CHAPTER 5

5 INDICATIVE IMPACT ON THE FORECAST

The GDP nowcast is in line with the projection in
NBS’s March 2017 Medium-Term Forecast (MTF-
2017Q1). The nowcasts for exports and con-
sumption, both components of GDP, are close to 10

Chart 19 Nowcast for GDP in Q2 2017

(quarter-on-quarter percentage changes)

the respective projections in MTF-2017Q1. The
employment nowcast shows job growth remain-
. . . 09
ing solid after its recent temporary slowdown.
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Chart 18 Employment nowcast u =
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Sources: SO SR and NBS calculations.
W+
-024 _on-
e Chart 20 GDP nowcast (quarter-on-quarter
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== Total employment
=== Nowcast 1.4 -
¢ MTF-2017Q1 forecast 194
1.2
Sources: SO SR and NBS calculations. 1.1
1.0
09 1
0.8
0.7
0.6
054 4 The band around the point esti-
0.4 mate denotes +/- 1 and 2 times the
azd root mean square error. Nowcasts
aad are calculated using OLS time
aid series models based on selected
0' T sets of monthly indicators (forem-
T 01 2 03 Q4 Q1 Q2 03 Q4 QL Q2 03 04 Q1 Q2 ployment, a factor model is used).
20142014 2014 2014 2015 2015 2015 2015 2016 2016 2016 2016 20172017 Nowcasts provide a current esti-
— GDP mate of future developments using
= Nowcast available monthly figures from the
4 MTF-20170Q1 forecast current quarter, their future values
forecast with ARIMA models, and
Sources: SO SR and NBS calculations. their lagged values. The individual
Note: The GDP nowcast excludes qualitative impacts and one-off model projections are independ-
effects (e.g. EU funds). ent of each other and therefore

aforecasting error in a past quarter
cannot affect current projections.
Further details are available in

the commentaries on the GDP
nowecasts, private consumption
nowcasts, export nowcasts and
employment nowcasts.
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http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2016/AK29_Nowcasting_HDP.pdf
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/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

CHAPTER 5

Chart 21 Private consumption nowcast Chart 22 Nowcast for goods and services

(quarter-on-quarter percentage changes)* exports (quarter-on-quarter percentage
changes)*
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5288338833883 =38833 52883353883 353883388353
== Real private consumption == Real exports
== Nowcast == Nowcast
¢ MTF-2017Q1 forecast @ MTF-2017Q1 forecast
Sources: SO SR and NBS calculations. Sources: SO SR and NBS calculations.
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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 | Loansto State | General | General | Current | Balance | USD/EUR

do- producer | ment | ployment | produc- | salesof | Sentiment | analyti- | private | nonfi-| house- | budget | govern-| govern-| account | oftrade | exchange

mestic prices ESA rate | tionindex | sectors” Indicator | caluse)” | sector’ | nancial | holds” | balance |  ment ment (%of | (%of rate

prod- 2010 (%) (long-term corpora- (EURmIl) | balance gross GDP)| GDP)| (average

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

GDP) | of GDP) period)

1 2 3 4 5 6 7 8 9 10 il 12 13 14 15 16 17 18

2009 54 09 -26 20 121 -155  -165 769 28 1.1 33 110 -27913 -1.8 363 34 04 13948
2010 50 07 2.7 -1.5 144 8.1 8.0 98.7 78 53 1.6 125 -4436.1 -1.5 41.2 4.7 0.1 13257
2011 28 41 27 18 136 52 6.2 98.8 29 93 76 111 32757 -43 437 -5.0 0.1 13920
2012 17 37 39 0.1 140 8.0 44 939 88 38 £ 103 -3,810.7 -43 522 09 34 12848
2013 15 15 0.1 08 142 39 19 90.2 64 64 1.7 103 -20233 -2.7 547 19 39 13281
2014 26 01 -3.5 14 132 36 27 100.4 25 77 19 132 -29234 2.7 536 11 36 1.3285
2015 38 -03 -4.2 20 115 74 73 99.7 115 10.7 73 131 -19326 A/ 525 02 26 11095
2016 33 05 43 24 9.7 47 41 101.6 6.1 10.2 42 134 -980.3 =17 519 0.7 28 11069
2016Q2 38 06 5.2 23 96 74 53 9.7 9.7 85 13 134 - -1.7 522 06 40 11292
2016Q3 30 -07 42 24 95 29 23 1024 9.3 99 44 131 = 0.6 524 -1.0 22 1.1166
2016 Q4 30 -01 24 26 9.1 41 36 102.7 6.1 102 42 134 = 3.1 519 -1.8 18 1.0789
2017Q1 31910 20 21 . 78 6.1 1043 57 11.1 8.0 126 = . . . . 1.0648
2016 May =07 5.6 - 95 79 50 98.0 108 89 21 134 -465.4 - - - - 1131
2016 June - 07 -4.5 - 95 58 59 98.6 9.7 85 13 134 375.1 - - - - 11229
2016 July - -09 -4.6 - 94 -11.8 5.1 104.0 89 103 53 131 1122 = = = - 1.1069
2016 Aug. - <08 -4.8 - 94 178 99 99.9 9.0 104 54 131 13.1 = = = - 1.1212
2016 Sep. - <05 -3.2 - 94 42 25 1034 93 99 44 131 -33.2 = - - - 1.1212
2016 Oct. = 43 28 ° 9.1 34 32 102.8 87 10.1 54 130 2237 = = > 2 11026
2016 Nov. - 02 -2.6. - 88 32 36 1013 8.1 94 35 131 -201.6 - - - - 1.0799
2016 Dec. - 02 -1.8 - 88 6.0 40 1039 6.1 10.2 42 134 -358.1 - - - - 1.0543
2017 Jan. - 08 04 - 86 74 46 104.6 6.2 114 73 135 923 = = = - 1.0614
2017 Feb. - 12 26 - 84 26 54 106.6 6.6 119 94 135 -500.0 = - = - 1.0643
2017 Mar. - 10 30 ® 8.0 134 84 101.6 57 120 85 138 707 = > > ® 1.0685
2017 Apr. - 08 . - 77 . . 101.6 . . . . -298.2 - - - - 1.0723

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).
3) Adjusted for sales and securitisation.

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

More detailed time series for selected macroeconomic indicators
http://www.nbs.sk/_img/Documents/_MonthlyBulletin/2017/StatisticsMB0517 xls
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