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1 SUMMARY’

Looking at trends in the first months of 2018, eco-
nomic activity in the euro area appears to have
eased slightly. After soft indicators fell moderate-
ly, hard indicators also began to decline, especially
in Germany. Industrial production fell appreciably
in February, and indicators of domestic demand
were also not sending favourable signals, with re-
tail trade sales declining in January and then re-
maining flat in February. Thus, external indictors
represent a downside risk to Slovakia’s economic
growth outlook for the first half of this year.

In Slovakia, the softening of external demand, par-
ticularly the developments in Germany, may have
already had an impact on industry. Despite a pick-
up in car production, overall industrial produc-
tion declined as other sectors had a dampening
impact. Exports and sales both increased month-
on-month, but although they did not show any
adverse impact from the external environment,
they are expected to do so in the near term.

The situation in the Slovak labour market re-
mained favourable in February. Employment
increased by 0.2% on a month-on-month basis,
with most of the new jobs being added in the
sectors of services and industry. Employment
growth in the first quarter is expected to be rel-
atively strong, as projected in the latest NBS Me-
dium-Term Forecast. The growth rate may ease
slightly, however, in view of the recent deteriora-
tion in employers’ expectations. Strong demand
for labour is pushing up wage growth, which re-
mained relatively high in February, even higher
than projected in the forecast.

The annual inflation rate accelerated to 2.5% in
March, exceeding the forecast projection. The
higher increase in the price level was caused
mainly by the non-energy industrial goods and
unprocessed food components.

CHAPTER 1

1 All month-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 ‘HARD’INDICATORS OF ECONOMIC
ACTIVITY

Growth in both sales and exports accelerated
in February in month-on-month terms. Indus-
trial production declined, principally owing to
a weakening of output in certain manufacturing
sectors: electrical and electronic equipment; re-
fined petroleum products; and food.

Overall sales growth increased in February, to
2.3% on a three-month-on-three-month basis.
The sectors contributing to its acceleration, be-
sides industry, included construction and se-
lected market services. Trade sales growth, after
strengthening in the previous month, remained
broadly flat in February, albeit at a relatively high
level. In this sector, only retail trade recorded an
increase in sales growth compared with January,
due mainly to retail chain sales.

Real exports of goods increased by 1.1% month

on month, primarily because car exports picked

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

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

2015 2016 2017 2018

== Qverall sales
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)
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2015 2016 2017 2018

= Car sales
Car production
== Car exports

Sources: SO SR and NBS calculations.

up. Even so, car exports in the first quarter of
2018 are not expected to have surpassed their
all-time high recorded in the last quarter of
2017.

2.2 ‘SOFT'LEADING INDICATORS

The European Commission’s Economic Senti-
ment Indicator (ESI) for the euro area fell further
in March. The construction confidence indicator
was the only component that increased month
on month, while the others all declined. The ESI
for Germany also fell, with all components re-
cording a deterioration.

In April, the ZEW Indicator of Economic Senti-
ment for Germany fell sharply for a second suc-
cessive month, down to its lowest level for more
than five years. Overall, however, given the still
favourable ZEW assessment of the current eco-
nomic situation, the outlook for the German
economy remains largely bright.

CHAPTER 2
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Chart 3 Economic sentiment indicators for
Germany

Chart 5 GDP growth estimate for Germany

in Q1, Q2 and Q3 2018 (quarter-on-quarter

CHAPTER 2
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=== Economic Sentiment Indicator of the European Commission
== [fo Business Climate Index (expectations for next six months)
ZEW Indicator of Economic Sentiment (right-hand scale)
“== ZEW assessment of the current economic situation (right-hand scale)

Sources: European Commission, Ifo Institute and ZEW Centre.
Note: ESI (long-run average = 100); Ifo Business Climate Index
(index: 2005 = 100); ZEW (balances).

Chart 4 GDP growth estimate for the
euro area in Q1, Q2 and Q3 2018
(quarter-on-quarter percentage changes)
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Sources: Now-Casting Economics Ltd and ECB (March 2018 ECB
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previous Monthly Bulletin.
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3 THE LABOUR MARKET

Employment across the reviewed sectors in-
creased in February 2018, by 4.7%? year on year
and 0.2% month on month. The main driver of
that growth was the services sector, which for
January and February recorded high average an-
nual job growth of 7.5%. The rate was somewhat
more moderate in industry (4.7%), construction
(3.2%) and trade (2.6%). The fact that employ-
ment growth in the services sector was signifi-
cantly higher in the first two months than in the
last quarter of 2017 appears to be related to the
survey method, rather than to actual economic
developments. Even so, employment growth for
the third quarter as a whole is expected to be
strong. Moreover, robust trends in industry and
construction indicate an upside risk to the job
growth outlook, since the quarterly employment
data for these particular sectors are typically in
line with the monthly data. But while some spe-
cific sectors are seeing rising job growth, their
impact on headline employment is cancelled out
by moderately falling growth in employment as
derived from the Social Insurance Agency’s ag-

Chart 6 Indicator contributions to the

nowcast for quarter-on-quarter employment

growth (percentage points)
0.9
0.8
0.74
0.6
0.5
0.4
0.3
0.2
0.14
0.0
,01 4

2015
Trend
m Foreign indicators
m Public sector
Domestic indicators
m  Overall employment growth - MTF-2018Q1 forecast
(quarter-on-quarter percentage changes)
== Qverall employment growth (quarter-on-quarter
percentage changes)
== Employment growth nowcast (quarter-on-quarter
percentage changes)

2016 2017 2018

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.
Given the impact of a methodological change on January's
employment data, these data were not included in the nowcast.

Chart 7 Alternative indicators of employment

trends (annual percentage changes;
standardised balances)
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== Number of employees according to Social Insurance Agency
data on regular income recipients

= Employers’ expectations for employment
Overall employment (ESA 2010 methodology)

Sources: SO SR, Social Insurance Agency and NBS calculations.
Note: The figure for the number of employees in Q1 2018 is the
average for January and February and is based on the number of
instances of employment insurance that were registered with the
Social Insurance Agency for at least one day in the given month.

gregate data and by survey results showing a de-
terioration in employment expectations. At the
same time, the employment growth nowcast is
unchanged from its level when the MTF-2018Q1
forecast was produced. Overall, therefore, the
favourable data for industry and services do not
provide sufficient reason to revise the employ-
ment projections of the MTF-2018Q1 forecast.
In the case of trade and services, the consisten-

CHAPTER 3

cy between monthly and quarterly employment > rhe growth rateis affected by
data is weaker, and therefore the surge in servic- how the employment indicator is
es job growth may not necessarily translate into ~ c0Piled in the reviewed sectors. In
some sectors, Januarys month-on-
the quarterly figures. month increase is probably caused
partly by a change in the survey
The unemployment rate based on the total num- Z‘I’(’)’g"}’/’zs"ezﬁ: (’)"ess‘t’i’r’:a?; ;Z: r’ﬂle;’h;’j'
ber of job seekers fell in March by 0.1 percentage of people employed at small firms.
point month on month, after seasonal adjust- 3 Innon-seasonally adjusted terms,
ment, to 6.6%? (a drop of around 3,000 in head-  theregistered unemployed rate
decreased month on month by
count terms). The unemployment rate has been 0.17 percentage point, to 5.55%,
at historical lows in recent months and remains and the registered unemployment
on a downward path. On the other hand, the rate rate based on the total number of
f . . job seekers fell by 0.2 percentage
of decrease has been moderating in the recent point, t0 6.77%.
period. A strongly downward pace will be even
NBS
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more difficult to sustain when unemployment is
at very low levels. This is also reflected in the fact
that the number of people finding work has been
falling. In the first quarter of 2018 the number of
unemployed dropped by around 11,000; how-

Chart 8 Unemployment (percentages;

change in thousands of persons)

CHAPTER 3

ever, leaving aside the above-average number
removed from the unemployment register for
administrative reasons, the decrease would be
around half as large. Unemployment trends are
broadly in line with the MTF-2018Q1 forecast.

Chart 10 Wage level by sector based on
monthly figures (annual percentage

(change in thousands of persons) (%)
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== Overall unemployment rate (right-hand scale)

Sources: UPSVR and NBS calculations.

Chart 9 Number of unemployed
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Chart 11 Overall wage level in the economy

(annual percentage changes)
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== NBS analytical time series of UPSVR unemployment
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Sources: SO SR, UPSVR and NBS calculations.

Note: The analytical time series adjusts the level of
unemployment to take into account the removal of job seekers
from the unemployment register for reasons other than finding
work, as well as any methodological changes. The Labour Force
Survey unemployment figure for Q1 2018 is the MTF-2018Q1
projection.
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Note: The figure for the reviewed sectors in Q1 2018 is based on
the average for January and February.
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Average annual wage growth remained strong in
February, at 5.8%.* The average rate for January
and February together was 6.6%, exceeding the
rate for the fourth quarter of 2017 (4%). Further
evidence of such strong growth was provided
by a sizeable increase in social contribution and
tax revenues at the start of the year. Robust aver-
age wage growth was observed in most sectors
at that time; the exceptions were information

Chart 12 Indicator contributions to the
calculation of the labour market tightness

factor (standardised indicators and their
weighted average; level)

0 an T T

2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Consumers’ expectations for unemployment
(with negative sign)
m Employers’ expectations for employment growth
m Ratio of job vacancies to unemployed persons
Perceived labour shortages
== |ndicator of labour market tightness

Source: NBS calculations.
Notes: The methodology is described in this Analytical
Commentary. The input indicators are standardised.

technology, communication, and transporta-
tion, where wage growth eased significantly in
February. A combination of strong demand for
labour and supply side constraints is expected to
keep wage growth at relatively elevated levels.
The figures for the first two months indicate that
the average wage growth for the year as a whole
will be slightly stronger than projected in the
NBS forecast.

Chart 13 Factor model based wage
determinants (annual percentage changes;
percentage point contributions; deviations
from long-run average)

-8
20082009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Impact of inflation factor
B Impact of productivity factor
B Impact of tightness factor
Impact of composition effect
== Actual average wage growth (percentages)
== Estimated average wage growth (percentages)

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.

MONTHLY BULLETIN
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4 It may be assumed that average
wage growth is affected less than
growth in headcount employment
or in payroll by periodical changes
in the survey sample or by revisions
to the number of active entities.
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http://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2017/AK44_Nowcasting_miezd.pdf
https://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2017/AK44_Nowcasting_miezd.pdf
https://www.nbs.sk/_img/Documents/_komentare/AnalytickeKomentare/2017/AK44_Nowcasting_miezd.pdf

4 PRICES

The annual HICP inflation rate in Slovakia accel-
erated to 2.5% in March 2018 (from 2.2% in Feb-
ruary), which was slightly higher than projected
in the MTF-2018Q1 forecast. In month-on-month
terms, the price level increased by 0.2%, the
same as in February.

As projected, the headline inflation rate experi-
enced a burst of acceleration in March after falling

Chart 14 Contributions of components to

HICP inflation (annual percentage changes;

CHAPTER 4

in February 2018. The higher increase in the price
level was caused mainly by the unprocessed food
and non-energy industrial goods components.
Annual food price inflation climbed to 4.5% in
March (from 3.9% in February), owing mainly to
an increase in unprocessed food inflation. Sub-
sequent months are expected to see a gradual
easing of food inflation, due to the fading of the
strong base effect from the second half of 2017.

Chart 15 HICP inflation and its components
(percentage changes)

percentage point contributions)
3.0
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2.0
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1.0
0.5

0.0
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2017
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15 2017
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| Industrial goods excluding energy

and administered prices
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M Energy excluding automotive fuel

Sources: SO SR and NBS calculations.

2018
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== |ndustrial goods excluding energy and administered prices
== Services excluding administered prices

Automotive fuel
= Food
== MTF-2018Q1 forecast (%)
HICP - actual data (%)
=== Nowcast (%)

=== Energy excluding automotive fuel
=== Food
=== Administered prices excluding energy
=== HICP - actual data
== Nowcast
Automotive fuel (right-hand scale)

Sources: SO SR and NBS calculations.

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

percentage point contributions)

Sources: SO SR and NBS calculations.

1) Projections taken from NBS's March 2018 Medium-Term Forecast (MTF-2018Q1).

Demand- | Admi-
Non-energy -pull nistered
industrial | Energy | Food | Services [ HICP | inflation prices
goods excluding | excluding
fuel energy
March 2018 -
g A MTF-2018Q 1 forecast 0.9 13 4.2 2.7 2.39 2.1 0.7
=
© -
= B ﬁM;::: 2018 -actual 1.2 15 | 45 | 25 [252| 2.1 0.9
©
(]
> =
I| ga |March2018-actual 03 01 | 03| -02 | o1 0.0 02
? figure minus forecast
© . .
2| (B-A) * weight | Contributiontooverall | o 00| o 05 | 0.08 | -0.06 | 013 | 0.01 0.02
forecast error”
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The upward trend in annual services inflation
came to a halt in March, despite the continued
buoyancy of the labour market. Going forward,
however, services inflation is expected to pick up
again and be close to 3% by the end of the year.
The inflation rate for automotive fuel prices is ex-
pected to reflect the Brent crude oil price, whose
current upward path is projected to peak in July
2018.

The annual rates of increase in prices of food and
non-energy industrial goods were higher than

Chart 16 Demand-pull inflation (annual
percentage changes; seasonally adjusted)

Output gap (left-hand scale)
Super-core (right-hand scale)
=== Demand-pull inflation (right-hand scale)

Sources: SO SR and NBS calculations.

Note: Demand-pull inflation comprises the following: industrial
goods excluding energy and administered prices; and services
excluding administered prices. The super-core index comprises
sub-items in the HICP for which the output gap has predictive
power with statistical significance.

projected in the MTF-2018Q1 forecast. In the case
of food prices, the increase was driven by unpro-
cessed food prices which are usually, on average,
flat in March, but increased in March of this year.
Non-energy industrial goods inflation was pushed
up by the earlier seasonal increase in prices of
clothing and footwear. Since this is seen only as
a shift in seasonality, the impact on the headline
inflation rate is not expected to be permanent.

The average annual inflation rate in 2018 is still
projected to be 2.3%.

Chart 17 HICP inflation and its components

- comparison between the nowcast and
forecast (percentage points)
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Sources: SO SR and NBS calculations.
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5 INDICATIVE IMPACT ON THE FORECAST

The nowcast for GDP growth in the first quarter
indicates that the actual rate will be more mod-
erate than projected in the MTF-2018Q1 fore-

Chart 18 Nowcast for employment

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

Chart 19 Nowcast for GDP
(quarter-on-quarter percentage changes)®
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Sources: SO SR and NBS calculations.

Note: The GDP forecast for the first and second quarters of
2018 differs from the GDP nowcast by taking into account the
expected increase in production capacities in the car industry,
which constitutes a one-off factor in the economy.

cast. In particular, there was slower growth in
Germany’s industrial production and Slovakia's
overall sales. The employment growth nowcast
remained elevated, and the nowcasts for private
consumption and for exports of goods and ser-
vices were close to the forecast projections.

Chart 20 Nowcast for GDP in Q1 2018

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

Chart 21 Nowcast for GDP in Q2 2018

(quarter-on-quarter percentage changes)
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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 (forem-
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

a 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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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
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Chart 22 Nowcast for private consumption Chart 23 Nowcast for goods and services
(quarter-on-quarter percentage changes)® exports (quarter-on-quarter percentage
changes)®
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== Real private consumption == Real exports
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¢ MTF-2018Q1 forecast @ MTF-2018Q1 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 1 12 13 14 15 16 17 18

2010 50 07 2.7 -15 144 125 8.1 98.6 18 53 1.6 125 -4436.1 75 412 47 0.1 13257
201 28 41 27 18 136 35 6.2 98.7 29 93 7.6 111 32757 43 437 5.0 0.1 1.3920
2012 17 37 39 0.1 140 43 44 938 88 38 23 103 -3,810.7 43 522 09 34 12848
2013 15 15 -0.1 0.8 142 21 19 90.0 64 64 1.7 103 -20233 A 547 19 39 13281
2014 28 01 =355 14 132 3.0 26 100.2 25 1.7 19 132 29234 2./, 535 11 36 1.3285
2015 39 -03 -4.2 20 11.5 6.0 73 99.6 11.5 10.7 73 131 -19326 2.7 523 -1.7 13 1.1095
2016 33 -05 -43 24 9.7 37 41 101.5 6.1 10.2 42 134 -980.3 ) 518 15 20 11069
2017 34 14 19 22 8.1 3.0 45 1033 78 105 78 123 -1,2201 -1.0 509 21 08 11297
2017Q2 37 10 19 21 8.1 03 32 101.5 59 126 105 133 - 0.7 51.0 -2.2 15 11021
2017Q3 34 16 16 23 8.0 28 47 104.5 6.4 112 98 120 = -12 513 33 09 1.1746
2017 Q4 35 20 19 22 7.7 37 41 1033 18 . . . = -14 509 22 08 11774
2018Q1 .24 5 . . . . 103.2 . . . . = . . . . 12292
2017 Apr. - 08 25 - 7.7 34 41 1014 6.1 123 9.6 136 -298.2 - - - - 1.0723
2017 May = 19 - 74 26 43 1024 5.7 130 11.7 136 -256.4 = = = - 11058
2017 June - 10 14 = 6.9 18 12 100.6 59 126 105 133 726 = = = = 1.1229
2017 July - 15 0.6 = 6.7 6.3 6.9 101.9 56 119 9.6 133 532 = = = = 1151
2017 Aug. - 16 21 = 6.5 0.2 39 1039 6.7 121 104 133 -227.2 = = = = 1.1807
2017 Sep. - 18 21 > 6.4 24 34 107.6 64 120 103 130 948 = = = > 11915
2017 Oct. - 18 20 - 6.1 58 31 106.2 6.8 13 83 131 3362 - - - - 11756
2017 Nov. - 21 1.7 - 6.0 48 49 101.8 79 109 17 128 -229.7 - - - - 11738
2017 Dec. - 20 20 = 59 0.1 44 101.8 78 105 78 123 -238.7 = = = = 1.1836
2018 Jan. - 26 25 e 59 21 39 99.2 84 103 6.5 125 146.9 = = = = 1.2200
2018 Feb. = 22 31 > 57 1.1 43 105.7 78 99 59 123 -488.6 = = = > 12348
2018 Mar. 25 . - 56 . . 104.7 . . . . -113.2 - - - - 12336

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/2018/StatisticsMB0418.xls
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