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Narodna banka Slovenska
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Organisation for Economic Co-operation and Development
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Purchasing Managers’ Index

real effective exchange rate

Slovenska asociacia spravcovskych spolo¢nosti — Slovak Association of Asset
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Statistical Office of the Slovak Republic
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Symbols used in the tables
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1 SUMMARY’

Hard indicators of economic activity in the euro
area provided a mixed picture early in the third
quarter. While industrial production increased
moderately, retail sales were down. Leading indi-
cators continue to improve and point to the euro
area economy maintaining its robust growth.

In Slovakia, too, monthly indicators were send-
ing ambiguous signals at the start of the third
quarter. All hard indicators fell, including indus-
trial production and sales, which both declined
for a second successive month. Their decline
was most pronounced in transport equipment
manufacturing, where the trends going forward
will be determined by production launches of
new car models. It is expected that transport
equipment output has fallen temporarily and
that it will gradually begin to increase in the sec-
ond half of the year after revamped high-end
SUVs start being produced.

The labour market situation remains favour-
able, and although employment growth has

CHAPTER 1

been affected by the slight worsening of hard
indicators, it remains strong and, based on
firms' expectations, should maintain its high
level in the period ahead. Job creation is high-
est in industry and services, and has recently
been increasingly strong in the subdued con-
struction sector. The unemployment rate con-
tinued to fall in August, to 6.6%? indicating
continued growth in employment. The strong
wage growth trend moderated in July owing
to a slowdown in production, as well as to
a drop in overtime and holiday payments in
the retail trade sector.?

In line with expectations, the annual inflation
rate increased further in August, to 1.6%, with
the food component recording the largest rise.
Demand-pull inflation also increased, owing
mainly to non-administered prices of services.
A diminishing number of consumption items are
falling in price and an increasing number are re-
cording an inflation rate of more than 1%.

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

2 Theregistered unemployment rate
for job seekers available for work,
seasonally adjusted.

3 Forfurther details, see Section 3
The labour market.
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2 THE REAL ECONOMY

2.1 ‘HARD’INDICATORS OF ECONOMIC

ACTIVITY

Monthly indicators of real economic activity fell
in July in three-month-on-three-month terms.
Goods exports dropped by 2.4%, sales by 2.1%
and industrial production by 1.1%. In the case of
both production and sales, it was their second
consecutive negative result on this measure, while
goods exports had been falling for a longer period.

Whereas June’s monthly indicators were clearly
affected by a car factory strike, July’s indicators re-
flected the impact of summer factory shutdowns.
As in June, it was the transport equipment and
electronics manufacturing sectors that weighed
most heavily on overall industrial production
in July. Unlike in the previous month, however,
metal manufacturing had a positive impact. In
month-on-month terms, all the core sectors apart
from the refined petroleum product industry and
chemical industry reported either a decline, or
a no more than modest increase, in output.

A similar trend was observed in sales, which in
July were dampened mainly by results in indus-

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)

2014 2015 2016 2017

== Car sales
Car production
== Car exports

Sources: SO SR and NBS calculations.

try. Sales growth in trade also slowed. From such
a one-off softening, it is not possible to infer
changes in the private consumption projections
for the third quarter of 2017. Economic senti-
ment remains favourable and relatively elevated,
and the retail trade confidence indicator record-
ed a further moderate increase in August.

Carexportsin July were adversely affected by sum-
mer factory shutdowns, and have been lagging
behind last year’s volumes since the beginning of
2017.The subdued exports of domestic car man-
ufacturers in the second quarter were one of the
main causes of the fall in overall exports. Most of
the decline in carmakers’ exports was attributable
to lower exports of high-end SUVs. After increas-
ing for three years, demand for SUVs cooled at
the beginning of 2017, especially in Europe. SUV
models produced in Slovakia were among models
that accounted for the largest share of the drop in
demand (as much as a quarter of the total). These
losses are expected to be made up before the
end of this year, since the market is anticipating
a new generation of the affected models to enter
production. Their sales should not only compen-
sate for the previous drop in demand, but also

CHAPTER 2
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accelerate growth in car sales. The expectations of
an upturn in car sales appear to be well grounded,
given the measures that have been announced
in certain European countries, specifically the in-
troduction of scrapping schemes following the
tightening of environmental standards. Although
car manufacturers continue to face risks from re-
cent emission scandals, their efforts to remove
the shortcomings and to restore their reputations
could boost activity in the car industry.

2.2 ‘SOFT’'LEADING INDICATORS

The European Commission’s Economic Senti-
ment Indicator (ESI) for the euro area increased
in August (to 111.9), its highest level in more than
ten years. The ESI for Germany fell, but remained
elevated (also at 111.9). The composite Purcha-
sing Managers’ Index (PMI) for the euro area
increased in September (to 56.7, from 55.7 in Au-
gust), as did the PMI for Germany (to 57.8, from
55.8 in August). Germany’s ZEW economic senti-
ment index increased substantially in September,
and the ZEW current conditions index remained
favourable. The Ifo Business Climate Index fell in
September and also showed a slight deterioration
in expectations for the next six months.

Chart 3 GDP growth estimate for the euro

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

Chart 4 GDP growth estimate for Germany

in Q3 and Q4 2017 (quarter-on-quarter
percentage changes)
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Leading indicators, as well as short-term fore-
casts, point to the continuation of economic

growth in the second half of 2017.

Chart 5 Economic sentiment indicators for
Germany
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CHAPTER 2

Chart 6 Germany - Ifo index (2005 = 100) and

annual GDP growth
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CHAPTER 3
3 THE LABOUR MARKET

Employment across the reviewed segments of on year (after increasing by 3.3% in June). Month-
the private sector increased in July by 3.1% year on-month, and also in three-month-on-three-
month moving average terms, employment
growth remains solid and supported by all the
main sectors. Inindustry, year-on-year job growth
in July was 3.3%, while in trade and services to-
gether it was 2.8% and in the construction sector
12+ 3.6%. The favourable employment trends, along
with employers’ expectations, indicate that em-
ployment growth will remain relatively strong in
084 I the third quarter. On that basis, the employment

I growth outlook is slightly higher in the NBS's

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

the three-month moving average
(percentage points)

0.6 September 2017 Medium-Term Forecast (MTF-
o I I 2017Q3) than in the June forecast (MTF-2017Q2).
anl I I The number of unemployed fell in August, by
around five thousand month-on-month, or

0.0 0.18 percentage point in terms of the unemploy-
02 ment rate (after seasonal adjustment by NBS).
B The unemployment rate for the total number of

£ 2582858885588 E§8 3 job seekers therefore fell to 7.9%.% As in the pre-

B Industry Services vious four months, this drop reflected to some

consiructon " Trede extent the removal of people from the unem-

Sources: SO SR and NBS calculations based on monthly figures ployment register for administrative reasons
for employment in the reviewed sectors. (reasons other than finding work), which may be

Chart 8 Indicator contributions to the
nowcast for quarter-on-quarter employment
growth (percentage points)

Chart 9 Unemployment (percentages;

change in thousands of persons)

(change in thousands of persons) (%)
29 11.0
0+ 10.5
-2 10.0
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Lo oy loyed ilable f k
m  Foreign indicators nemployed unavailable for worl

. = Unemployed available for work
H  Public sector X .

BemEsie Gleians = Unemployed in total . 4 In non-seasonally adjusted terms,
= Employment across the economy (percentages) - Ove.rall UM ERENT 2 (nght—_hand SEld) the registered unemployment rate
== Employment growth nowcast (percentages) REGEEIEE| MRS TS (Ei (A €1) decreased month-on-month by
0.2 percentage point, to 6.5%, and

Sources: SO SR, UPSVR and NBS calculations. Sources: UPVSR and NBS calculations. the registered unemployment rate

Note: The public sector comprising public administration, based on the total number of job
education and human health as defined in the sections O, P and seekers fell by 0.2 percentage point,
Q of the NACE statistical classification of economic activities. t0 7.7%.
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Chart 10 Number of unemployed
(thousands of persons)
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Number of unemployed - three-monthly data from
the Labour Force Survey (right-hand scale)

Sources: SO SR, UPSVR and NBS calculations.

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

related to a tightening of the rules under which
people registered as unemployed may earn ad-
ditional income. Since the rules were tightened
in May 2017, an above-average number of peo-
ple have had their unemployment registration
ended for these reasons. After analytical adjust-
ment for such deregistrations, August’s month-
on-month fall in the number of unemployed
was around three thousand. The margin of that
decline provides further support for NBS's latest
nowcast and forecast, which envisage strong
employment growth in the third quarter. Look-
ing ahead, the sources of labour for filling job
vacancies, besides the unemployed, are expect-
ed to include to a substantial extent foreigners,
people from the economically inactive popula-
tion (pensioners, students), and Slovaks return-
ing from working abroad. A positive aspect of
the current situation is that both short-term and
long-term unemployment are falling.

Annual average wage growth across the reviewed
sectors increased in July by 4.2% year-on-year,
which was lower compared with June (6.2%) and
with the average for the second quarter (5.3%).
The slowdown in wage growth may be linked
with July’s month-on-month declines in industri-
al production and in sales (lower production can

weigh on wages through declines in overtime
payments and in earnings of employees whose
wages are linked to the number of hours worked
and whose bonuses are output-related). The de-
cline in trade sector wage growth in July (to 5.9%,
from 7.7% in June) may have reflected a sharp
drop in the overall extra pay earned by retail sec-
tor employees for working on public holidays, fol-
lowing the recent adoption of a law amendment
requiring most shops to close on such holidays.
The total amount of these payments may be
around €2 million per holiday lower compared
with the status quo ante, and the negative im-
pact of their decline on headline wage growth in
July is estimated at between 0.1 and 0.2 percent-
age point. The slowdown in the energy sector’s
volatile wage growth*> may have chipped 0.4 per-
centage point off headline wage growth.

The labour market is continuing to experience la-
bour shortages, while at the same time there is net
job creation and a favourable external environ-
ment. In that light, the slowdown in production
and wage growth is expected to be temporary
and both indicators should pick up going forward.
Wage growth is also expected to reflect, gradually,
amoderate upturn in inflation. July’s private sector
wage growth (4.2%) and negotiated wage increas-
es in the public sector (6% on average) are broadly
in line with the MTF-201Q3 projection that overall
annual wage growth this year will be 4.4%.

Chart 11 Wage growth by sector based on

monthly figures (annual percentage changes
in the three-month moving average)
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Sources: SO SR and NBS calculations.
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5 Theyear-on-year rate of change
in energy sector wages normally
fluctuates within a range from
10% to -10%, but in July it was 38%

lower than in June, at -0.4%.
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Chart 12 Factor model based wage
determinants (annual percentage changes;

percentage point contributions; deviations
from long-run average)
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Source: NBS calculations.

Notes: Long-run average annual wage growth is 4.3% (calculated
since 2006). Wages and productivity are given in nominal terms.
Further information about the methodology is provided in this
Analytical Commentary.
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http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2017/AK44_Nowcasting_miezd.pdf

CHAPTER 4
4 PRICES

Annual HICP inflation followed its increase in
July with another in August, edging up from
1.5% to 1.6%. The increase was driven mainly by

Chart 14 HICP inflation (percentage changes)

food prices. In month-on-month terms, the price 3- - 150
level remained unchanged. L 125
N4 “'“\\_- 1.00
Food prices accounted for most of the acceler- L 75
ation in the annual HICP inflation rate in Au- | 05w
- 0.25
Chart 13 HICP inflation and contributions of 000
components (annual percentage changes; | ams
percentage point contributions) | oz
MTF-2017Q3
25 --0.75
24 L-1.00
2.0 2016 2017 2018
52 B Month-on-month changes - unadjusted (right-hand scale)
== Year-on-year changes - unadjusted
L0 == Nowcast for year-on-year changes - unadjusted
05 4 Month-on-month changes - seasonally adjusted (right-hand scale)
0.0

Sources: SO SR and NBS calculations.

MTF-2017Q3

2016 2017 2018 .
B ) _ _ gust. In the category of processed foods, prices
Administered prices excluding energy Automotive fuel . .
® Indusiral goods excludingenergyand = Food of fats (fresh butter), milk and dairy products
administered prices == MTF-2017Q3 forecast (%) maintained a strong upward course, owing to
| Services excluding administered prices HICP - actual data (%)
= Energy excluding automotive fuel low stocks of these productions in the European

market (probably stemming from subdued pro-
duction capacities).

Table 1 HICP components - comparison of projected and actual rates of change
(percentages; percentage point contributions)

Sources: SO SR and NBS calculations.

Net
Non-energy inflation
industrial | Energy | Food | Services | HICP .
oods excluding
g fuel
July 2017 - actual figure 0.7 -2.6 3.7 2.2 1.5 1.5
3 _ MTE-
2 A August 2017 - MTF-2017Q2 12 20 | 27 20 | 14 17
= forecast
= B August 2017 - actual figure 1.0 23 | 39 21 | 16 17
()
g ) :
s A | August-actualfigure minus 02 03 | 12 01 | 025 | -0
e forecast
©
o . ibuti I
> | (B-A) * weight g:’r:tr',:b“t'°"'°°"era orecast| 006 | -005 | 031 | 003 | 025 | -0.03

Sources: SO SR and NBS calculations.
1) Projections taken from NBS's June 2017 Medium-Term Forecast (MTF-2017Q2).
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The euro’s appreciating exchange rate damp-
ened import price growth and consequently, as
expected, non-energy industrial goods inflation.
Services inflation in August increased month on
month and maintained its upward trend in year-
on-year terms, rising to 2.1% (or 2.5% excluding
administered prices such as prices of rail and
road passenger transport, sewerage, postal ser-
vices and health services). Given the continuing

Chart 15 Demand-pull inflation unadjusted

for methodological revisions (annual
percentage changes; seasonally adjusted)
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-8

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

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.

growth in household final consumption, servic-
es inflation is expected to continue rising in the
near term. Demand-pull inflation is also expect-

ed to accelerate slightly, despite exchange rate
appreciation.

Upward movements in agricultural commodity
prices and current inflation developments were
taken into account in the MTF-2017Q3 forecast.

Chart 16 HICP core inflation broken down
by price-change intervals

Jan. 2004
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Jan. 2007
Jan. 2008
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Jan. 2013
Jan. 2014
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Jan. 2017

Less than 0%
0% to 1%
More than 1%

Source: NBS calculations.
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CHAPTER 5

5 INDICATIVE IMPACT ON THE FORECAST

Nowcast movements and all the most recent QR T L e R T L L
monthly data have been incorporated into R TRt Tey st i e et e
NBS's September 2017 Medium-Term Forecast —ERIPTNIE

(MTF-2017Q3).

Chart 17 Private consumption nowcast 4

(quarter-on-quarter percentage changes)®
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Sources: SO SR and NBS calculations.
05
00 "v L L T Chart 19 Employment nowcast
(quarter-on-quarter percentage changes)®
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== Real private consumption 0.6
7 Nowcast 4 6 The band around the point esti-
AR e 04 mate denotes +/- 1 and 2 times the
’ root mean square error. Nowcasts
Sources: SO SR and NBS calculations. are calculated using OLS time
0.2 series models based on selected
sets of monthly indicators (for em-
00 BN BN BN B e ployment, a factor model is used).
Nowcasts provide a current esti-
mate of future developments using
0.2 .
R R R available monthlyﬁgures from the
2014 2015 2015 2015 2015 2016 2016 2016 2016 2017 20172017 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
nowecasts, private consumption
nowcasts, export nowcasts and
employment nowcasts.

== Total employment
== Nowcast
¢ MTF-2017Q3 forecast

Sources: SO SR and NBS calculations.
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http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2016/AK29_Nowcasting_HDP.pdf
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http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2016/AK33_nowcasting_zamestnanosti.pdf

Chart 20 Nowcast for GDP in Q3 2017

(quarter-on-quarter percentage changes)
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Sources: SO SR and NBS calculations.

Chart 21 GDP nowcast (quarter-on-quarter
percentage changes)®
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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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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 1 12 13 14 15 16 17 18

2009 5409 -26 20 121 -155  -164 769 28 1.1 -33 110 27913 -7.8 363 -34 04 13948
2010 50 07 2.7 -15 144 82 80 98.7 78 53 1.6 125  -4436. 15 41.2 47 0.1 13257
2011 28 41 27 18 136 52 6.2 98.8 29 93 76 1M1 32757 43 437 -5.0 0.1 1.3920
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./, 547 19 39 13281
2014 26 -01 -3.5 14 132 36 26 1004 25 1.7 19 132 -29234 2.7 536 11 36 13285
2015 38 -03 -4.2 20 115 73 74 99.7 115 10.7 73 131 -19326 A 525 0.2 26 1.1095
2016 33 -05 -43 24 9.7 48 41 101.6 6.1 10.2 42 134 -980.3 A7/ 519 -0.7 28 1.1069
2016Q3 30 -07 -4.2 24 95 29 23 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 -1.8 18 1.0789
2017Q1 3110 20 21 8.7 7.7 6.1 1043 5.7 1.1 8.0 126 = 08 535 1.0 24 1.0648
2017 Q2 33 10 19 21 8.1 1.7 30 101.7 59 126 105 133 - . . 0.8 25 11021
2016 Sep. =05 -3:2 - 94 42 25 1034 93 99 44 131 -33.2 - - - - 11212
2016 Oct. - 03 28 - 9.1 34 33 1028 8.7 10.1 54 130 2237 - - - - 11026
2016 Nov. - <02 -26 = 88 34 32 101.3 8.1 94 35 131 -201.6 = = = = 1.0799
2016 Dec. - 02 -1.8 = 88 59 43 103.9 6.1 10.2 42 134 -358.1 = = = = 1.0543
2017 Jan. - 08 04 = 86 75 47 104.6 6.2 114 73 135 923 = = = = 1.0614
2017 Feb. = 2 26 > 84 25 53 106.6 6.6 119 94 135 -500.0 = = = > 1.0643
2017 Mar. - 10 30 - 8.0 131 82 101.6 5.7 120 85 138 707 - - - - 1.0685
2017 Apr. - 08 25 - 1.7 32 40 101.6 6.1 123 96 136 -298.2 - - - - 10723
2017 May =l 19 = 74 51 41 102.6 5.7 130 11.7 136 -256.4 = = = = 11058
2017 June - 10 14 e 6.9 31 08 100.8 59 126 105 133 726 = = = = 11229
2017 July = 5 0.6 > 6.7 9.2 6.7 1021 56 . . . 532 = = = > 1151
2017 Aug. - 16 . - 6.5 . . 104.0 . . . . -227.2 - - - - 11807

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/StatisticsMB0917 xls
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