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1 SUMMARY’

Strong leading indicator figures in the euro area
were reflected in the area’s real economy data
for May. Retail sales growth and industrial pro-
duction growth both accelerated in month-on-
month terms. The monthly increase in the euro
area’s industrial production was the highest so
far this year. Soft indicators for July also point to
the continuation of the current favourable trend,
as they remained at high levels despite a down-
ward correction.

The buoyancy of the euro area’s foreign demand
has not as yet had a significant impact on the
Slovak economy. Owing to weak results in April,
industrial production continued to worsen on
a three-month-on-three-month basis. This also
had a dampening effect on sales growth. As a re-
sult, the GDP growth nowcast indicates a slight
deceleration in second-quarter GDP growth. In-
vestment-related temporary plant shutdowns
in the car and refining industries may have had
a short-term downward impact on output in the
second quarter, but are not expected to contrib-
ute negatively to economic growth for the year
asawhole.

CHAPTER 1

The labour market situation continues to im-
prove. Employment growth was relatively strong
in May and its rate for the second quarter is ex-
pected to be in line with the NBS forecast. This
view is further supported by the unemployment
rate, which is falling quite appreciably and in
June reached a historical low of 7.0%.2 Job cre-
ation was strongest in industry, but also began
picking up in construction following the recov-
ery of activity in that sector. Wage growth re-
mained robust in May, indicating that its rate for
the second quarter will slightly exceed that for
the first quarter. Wage growth is highest in those
sectors that are experiencing labour shortages
(services, industry).

The annual inflation rate slowed in June, to 1.0%,
owing mainly to the continuing decrease in au-
tomotive fuel prices and a drop in services in-
flation. The fall in headline inflation would have
been greater but for an increase in the food com-
ponent. The overall inflation trend is consistent
with the NBS forecast.

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

2 Registered unemployment rate
for job seekers available for work,
seasonally adjusted.
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2 THE REAL ECONOMY

2.1 ‘HARD’INDICATORS OF ECONOMIC
ACTIVITY

Owing mainly to April's weak results, industrial
production fellin May on a three-month-on-three-
month basis, and total sales growth continued to
slow. As for goods exports, their three-month-on-
three-month rate of change increased in May, af-
ter remaining flat in the first quarter.

Average industrial production for the three
months to May 2017 was 0.9% lower than the
corresponding average three months earlier. The
decline was caused mainly by results in petrole-
um products manufacturing (currently experienc-
ing extensive overhauls) as well as in electronics
manufacturing and in mining and quarrying. But
although industrial output fell in three-month-on-
three-month terms, its level in May increased back
to the average for previous months, thanks mainly
to rising production in the industries manufactur-
ing foodstuffs, cars and electrical equipment. In
June however, overall industrial production will
have been adversely affected by temporary pro-
duction shutdowns in the car industry. This one-
off impact may be compensated for by increased

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

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

=

2014 2015 2016 2017

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

Sources: SO SR and NBS calculations.

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

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

BTN

2014 2015 2016 2017

== Car sales
Car production
== Car exports

Sources: SO SR and NBS calculations.

production in the subsequent period and there-
fore need not have an adverse impact on GDP
growth for the whole of 2017.

Total sales growth across the economy slowed in
May to 1.1% on a three-month-on-three-month
basis. While sales in wholesale and retail trade
accelerated (with retail sales recording their
highest post-crisis growth rate), industry sales
had a negative impact on overall sales. Industry
sales, like industrial production, reflected weak-
er results in petroleum products manufacturing
and electronics equipment manufacturing, as
well as in energy supply.

Export growth increased moderately in May,
supported by an upturn in car exports. Car ex-
ports were lower in the first months of 2017
than in the previous year, as carmakers enforced
temporary production shutdowns in order to in-
stall substantial amounts of capital equipment
received towards the end of the previous year.
Since plants reopened, car exports have been
picking up only gradually. Both export growth
and import growth were partly weakened by
production shutdowns in the refining industry.

CHAPTER 2
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2.2 ‘SOFT'LEADING INDICATORS

The European Commission’s Economic Senti-
ment Indicator (ESI) for the euro area remained
broadly unchanged in July, while the ESI for
Germany increased. The composite Purchasing
Managers’ Index (PMI) for the euro area fell
moderately in July (to 55.8, from 56.3 in June)
owing to a slowdown in manufacturing activity
growth; nevertheless, it remained at a high lev-
el. The PMI for Germany also declined (to 55.1%,
from 56.4% in June) amid a marked drop in man-
ufacturing activity growth and a more moderate
slowdown in services growth. Germany’s ZEW
current conditions index also edged down in
July, but remained elevated. The Ifo Business
Climate Index for Germany maintained its up-
ward trend, and included improving expecta-
tions for the next six months.

Leading indicators, as well as short-term fore-
casts, suggest that economic growth in both the
euro area and Germany will continue in the be-
ginning of the third quarter of 2017.

Chart 3 GDP growth estimate for the

euro area in Q2, Q3 and Q4 2017
(quarter-on-quarter percentage changes)

Chart 4 GDP growth estimate for Germany

in Q2, Q3 and Q4 2017 (quarter-on-quarter
percentage changes)

1.2
1.04

0.8

0.6

0.44

0.0

- Nowcast for Q2 2017
4 Nowcast for Q3 2017
- Nowcast for Q4 2017

Source: Now-Casting Economics Ltd.
Note: The highlighted area denotes developments since the
previous Monthly Bulletin.

Chart 5 Economic sentiment indicators for
Germany

CHAPTER 2

0.5

0.4+
034
0.24

0.1

0.0

=&~ Nowcast for Q2 2017
- Nowcast for Q3 2017
=@~ Nowcast for Q4 2017

=== Eurosystem staff projections for Q2 2017
== Eurosystem staff projections for Q3 2017
= Eurosystem staff projections for Q4 2017

Sources: Now-Casting Economics Ltd and ECB (June 2017
Eurosystem staff macroeconomic projections for the euro area).
Note: The highlighted area denotes developments since the
previous Monthly Bulletin.
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=== ES| (European Commission)
== |fo index (expectations for next six months)

ZEW economic sentiment index (right-hand scale)
== ZEW current conditions index (right-hand scale)

Sources: European Commission, Ifo Institute and ZEW Centre.
Note: ESI (long-run average = 100); Ifo index (2005 = 100); ZEW
(balance of responses).
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CHAPTER 2

Chart 6 Germany - Ifo index (2005 = 100)

and annual GDP growth
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== [fo index - shifted forward three months
== GDP growth (right-hand scale)

Sources: Eurostat, Markit, Ifo Institute and NBS calculations.
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3 THE LABOUR MARKET

Employment across the reviewed sectors in-
creased strongly in May, by 3.1% year on year
(0.3% month on month), which indicates that
overall employment growth for the second
quarter could be relatively high. All the principal
sectors, but most of all industry, contributed to
May’s job growth. Employment in the construc-
tion sector has been picking up appreciably
since the beginning of the year. The implied pace
of employment growth for the second quarter is
in line with NBS’s MTF-2017Q2 forecast.

Unemployment maintained its favourable trend
in June. The registered unemployment rate
based on the total number of job seekers fell
by 0.54 percentage point to an all-time low of
8.2%. The registered unemployment rate for job
seekers available for work fell by 0.51 percentage
point, seasonally adjusted, to 7%.2 The drop in
unemployment was supported by the fact that
the number of job seekers decreased while the
number of people registering as unemployed
remained largely unchanged from the previous

Chart 7 Employment - sectoral contributions
to three-month-on-three-month changes in

the three-month moving average (percentage
points)

0.8
0.6 4 I
o II||

0.2 4

0.0 1

-0.2 4

May 2016
June 2016
July 2016
Aug, 2016
Sep.2016
Oct. 2016
Nov. 2016
Dec. 2016
Jan. 2017
Feb. 2017
Mar. 2017
Apr. 2017
May 2017

Services
W Trade

B Industry
Construction

Sources: SO SR and NBS calculations based on monthly figures
for employment in the reviewed sectors.

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 for quarter-on-quarter employment
growth (percentage points)

2014 2015 2016 2017

Trend
m  Foreign indicators
m  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, Pand Q
of the NACE statistical classification of economic activities.

Chart 9 Unemployment (percentages; change
in thousands of persons)

(change in thousands of persons) (%)

2
11.8
g 13
2 10.8
-4 103
% 9.8
9.3

-8
8.8

-10
83

=12
7.8
-14 73
16 6.8

2016 2017

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.

CHAPTER 3

3 Innon-seasonally adjusted terms,

the registered unemployment rate
for job seekers available for work
decreased month on month by
0.45 percentage point, to 6.9%,
and the registered unemployment
rate based on the total number of
job seekers fell by 0.55 percentage
point, to 8.14%.
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CHAPTER 3

Chart 10 Number of unemployed

Chart 11 Wage growth by sector based on
monthly figures (annual percentage changes
in the three-month moving average)

(thousands of persons)
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Services

=== |ndustry
== Trade
Sectors in total

== Analytical time series of unemployment
Number of unemployed - three-monthly data from
the Labour Force Survey (right-hand scale)

Sources: SO SR, UPSVR and NBS calculations. Sources: SO SR and NBS calculations.

Note: The Labour Force Survey unemployment figures for Q2
2017 are the MTF-2017Q2 projections. The analytical time series
of unemployment is based on UPSVR figures and is defined in the
MTF-2013Q3 forecast.

month. The drop in the number of job seekers
was caused partly by people finding work and
partly by a large increase in the number of peo-
ple removed from the unemployment register
for reasons other than finding work (such as
non-cooperation, voluntary deregistration, ex-
ceeding the permitted income limit, etc.). The
scope for earning additional income while regis-
tered as unemployed has been further restricted
by an amendment to the law on employment
services which entered into force in May 2017.
The downward trend in unemployment support-
ed the continuing improvement in employment
in the second quarter.

celerations in industry and construction. Wage
growth in the trade sector remained unchanged.

Wage trends are broadly in line with the MTF-
2017Q2 projections.

Chart 12 Wage trends in the economy

(annual percentage changes)

Rssce

Annual average wage growth across the re-
viewed sectors stood at 3.8% in May, which is still
higher than its average rate for the first quarter.
Going forward, wage growth is expected to be
supported by increasing labour demand - with 7

firms increasing wages as they compete for la- ZEZZ:ZE£:2E2558E828¢8¢2
bour - as well as by the economy’s improving 5883358885883 58

performance. = Average wage in reviewed sectors

== Average wage in economy as a whole
. . . ¢ MTF-2017Q2 forecast
The sector in which wage growth in May most

exceeded its average for the first quarter was
services (where month-on-month wage growth
was fully one per cent), and there were also ac-

Sources: SO SR and NBS calculations.
Note: The average wage for the economy as a whole in the
second quarter of 2017 as projected in the MTF-2017Q2 forecast.
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CHAPTER 4

4 PRICES

Annual HICP inflation slowed in June, to 1.0% Chart 14 HICP inflation (percentage changes)
(from 1.1% in May), which was fully in line with
the MTF-2017Q2 forecast. In month-on-month

terms, the price level remained unchanged. 2+ [ 10
,*\,'f i F 075

While food inflation edged up, year on year,
its impact on June's headline rate was offset 0%
by energy inflation, which was more negative - 025
compared with the previous month, and by ser- MU
t-0.25
Chart 13 HICP inflation and contributions of 0%
components (annual percentage changes; Nowtast 075
percentage point contributions) 2 L a6

2016 2017 2018

B Month-on-month changes - unadjusted (right-hand scale)
== Year-onyear changes - unadjusted
== Nowcast for year-on-year changes - unadjusted
4 Month-on-month changes - seasonally adjusted (right-hand scale)

Sources: SO SR and NBS calculations.
0.5

0.0

vices inflation, which fell slightly. Non-energy
industrial goods continued to accelerate, in line
with MTF-2017Q2 projections. Services prices
remained flat month on month, which was unex-

-0.5

10]..“l
-1.5

Nowcast

2016 2017 2018 K Lo
pected given the continuing strong demand for
Administered prices excluding energy Automotive fuel .
e Sy eyt B g ot labour. As a result, their annual rate of change,
el e — NEEsiE) which had been increasing since the beginning
| Services excluding administered prices == MTF-2017Q2 forecast (%) . .
= Energy excluding automotive fuel HICP - actual data (%) Of the year, fe” in June. GOlng forward, hOWQV-
er, services inflation is expected to resume its
Sources: SO SR and NBS calculations. upward trend on the back of strong domestic

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

percentage point contributions)

Non-energy inﬂ’\:::on
industrial | Energy | Food |Services| HICP .

o excluding
fuel
g May 2017 - actual figure 0.7 33 | 341 1.9 1.1 1.4
_;:Cc A June 2017 - MTF-2017Q2 forecast 0.8 -3.8 25 20 1.0 1.5
§ B June 2017 - actual figure 0.8 -4.3 3.2 1.7 1.0 1.4
q-g;‘ B-A June - actual figure minus forecast 0.0 -0.5 0.6 -0.2 0.03 -0.1
5 | (B-A)* weight ::’r';:':',b“t"’" tooverallforecast | 69 | -0.07 | 047 | -007 | 0.03 | -0.07

Sources: SO SR and NBS calculations
1) Projections taken from NBS's June 2017 Medium-Term Forecast (MTF-2017Q2).
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CHAPTER 4
demand. The negative rate of annual energy in- Although annual headline inflation slowed in
flation became more pronounced in June owing  June, its average rate for the whole of 2017 is ex-
to the impact of falling automotive fuel prices. pected to be higher than 1%.

Chart 15 Demand-pull inflation unadjusted Chart 16 HICP core inflation broken down

for methodological revisions (annual by price-change intervals
percentage changes; seasonally adjusted)
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Super-core (right-hand scale)
Net inflation (right-hand scale)
== Qutput gap - four quarters back

| Lessthan 0%
m 0%to 1%
m More than 1%

Sources: SO SR and NBS calculations.
Note: Demand-pull inflation comprises 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.

Source: NBS calculations.
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5 INDICATIVE IMPACT ON THE FORECAST

The GDP growth nowcast for the second quarter
of 2017 is slightly lower than the growth rate of
0.8% projected in NBS's June 2017 Medium-Term

Chart 17 Nowcast for GDP in Q2 2017

(quarter-on-quarter percentage changes)

1.0 q
0.9 1
08
084 ¢ + +
| - =
0.77
0.75 075
071 a
0.71
0.6
April 2017 May 2017 June 2017 July 2017
B Nowcast
«#= MTF-2017Q2 forecast

Sources: SO SR and NBS calculations.

Chart 18 Nowcast for GDP in Q3 2017
(quarter-on-quarter percentage changes)

0.66

0.6
0.5
July2017
® Nowcast
¢~ MTF-2017Q2 forecast

Sources: SO SR and NBS calculations.

Forecast (MTF-2017Q2). The nowcast figure re-
flects the softening of sales in the reviewed sec-
tors, and of construction production, in May. The
employment growth nowcast for the second
quarter is in line with the MTF-2017Q2 projec-
tion (0.5% quarter on quarter). The first nowcast
for GDP growth in third quarter points to a slight
slowdown in its rate.

The private consumption and export nowcasts
are also consistent with the forecast projections.

Chart 19 GDP nowcast (quarter-on-quarter
percentage changes)*

0.0 — T T T T T T T T T T T T T
Q1 Q2 03 Q4 Of Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
2014 2014 2014 2014 2015 2015 2015 2015 2016 2016 2016 2016 2017 2017 2017
— GDP
== Nowcast
¢ MTF-2017Q2 forecast

Sources: SO SR and NBS calculations.
Note: The GDP nowcast excludes qualitative impacts and one-off
effects (e.g. EU funds).
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4 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 em-
ployment, 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
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.

NBS
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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%20pgn%20C_Rychly%20komentar.pdf
http://www.nbs.sk/_img/Documents/_komentare/2014/224_HDP_kratkodoba%20pgn%20C_Rychly%20komentar.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

Chart 20 Employment nowcast

(quarter-on-quarter percentage changes)*

Chart 22 Nowcast for goods and services
exports (quarter-on-quarter percentage

CHAPTER 5
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Sources: SO SR and NBS calculations.

Chart 21 Private consumption nowcast
(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 | 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 38 19 90.2 64 64 1.7 103 -20233 -2.7 547 19 39 13281
2014 26 01 -3.5 14 132 35 27 100.4 25 77 19 132 -29234 2.7 536 11 36 1.3285
2015 38 -03 -4.2 20 115 74 74 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
2016Q3 30 07 -4.2 24 95 28 21 1024 93 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 -18 18 1.0789
2017Q1 3110 20 21 8.7 78 6.2 1043 5.7 1.1 8.0 126 = . . 1.0 24 1.0648
2017 Q2 .10 5 ] . . . 101.7 . . . . = . . . . 11021
2016 July - 09 -4.6 - 94 -11.9 =53 104.0 89 103 53 131 1122 - - - - 11069
2016 Aug. - 08 4.8 - 94 17.8 9.6 999 9.0 104 54 131 13.1 - - - - 11212
2016 Sep. - -05 32 - 94 40 24 1034 93 99 44 131 -332 = = = - 1.1212
2016 Oct. - <03 -28 - 9.1 34 32 102.8 8.7 10.1 54 13.0 2237 = = = - 11026
2016 Nov. - <02 -26 - 88 33 34 1013 8.1 94 35 131 -201.6 = - - - 1.0799
2016 Dec. - 02 -1.8 ° 88 58 42 103.9 6.1 10.2 42 134 -358.1 = = > 2 1.0543
2017 Jan. - 08 04 - 86 76 48 104.6 6.2 114 73 135 923 - - - - 1.0614
2017 Feb. - 12 26 - 84 25 55 106.6 6.6 119 94 135 -500.0 = = = - 1.0643
2017 Mar. - 10 30 - 8.0 13.1 83 101.6 5.7 120 85 138 707 = = = - 1.0685
2017 Apr. - 08 35 - 71 33 43 101.6 6.1 123 9.6 136 -298.2 = - = - 1.0723
2017 May =l 19 ® 74 51 46 1026 57 130 11.7 136 -256.4 = > > ® 11058
2017 June - 10 . - 6.9 . . 100.8 . . . . 726 - - - - 11229
2017 July - . . - . . . 102.1

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.

More detailed time series for selected macroeconomic indicators
http://www.nbs.sk/_img/Documents/_MonthlyBulletin/2017/StatisticsMB0717 xls
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