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			1	Summary

			Slovakia’s economic growth accelerated in the second quarter of 2018 to 4.2%, year on year, from 3.6% in the previous quarter. The quarter-on-quarter rate of growth reached 1.1%. The main driver of GDP growth was the ongoing rapid increase in investment activity.

			

			Employment growth remained strong in the quarter under review, reaching 2.1% year on year (compared with 2.2% in the previous quarter) and 0.5% quarter on quarter. The highest job growth was in the sectors of business activities, manufacturing and services. The average wage in the economy increased by 6.4%, year on year, in the second quarter (6.5% in the first quarter). Wage growth was robust in both the private and public sectors.

			

			The annual HICP inflation rate continued to accelerate in the second quarter, to 2.9%, largely owing to the continuing increase in energy price inflation.

			2	Gross domestic product

			Slovakia’s annual GDP growth increased from 3.6% in the first quarter of 2018 to 4.2% in the second quarter.1 This represented, in real terms, the most rapid year-on-year growth since the end of 2015. In quarter-on-quarter terms, the economy expanded by 1.1% after seasonal adjustment. As prices continued to rise, nominal GDP growth also accelerated. GDP at current prices increased by 6.8%, year on year, in the second quarter (after rising by 5.8% in the first quarter), which was its largest increase since the end of 2010. 

			

			The main driver of annual GDP growth in the second quarter was investment, primarily investment in the automotive industry. Fixed investment at constant prices recorded year-on-year growth of 20.4%, up from 12.5% in the previous quarter. This was its largest increase since the end of 2015, when it rose by 23% amid heavy absorption of EU funds. Investment in manufacture of motor vehicles increased, year on year, by 345% (at current prices) and amounted to €1.2 billion. After its year-and-a-half stable upward trend, real private consumption growth slowed in the second quarter, to 2.2% year on year (from 3.5% in the first quarter). For the first time in two years, private consumption growth was exceeded by government consumption growth, which stood at 2.5% (3.1% in the first quarter). Total exports and imports increased markedly in the second quarter, with exports rising by 8% (2.4% in the first quarter) and imports by 7.8% (3.2%). 

			

			Second-quarter GDP calculated on the basis of its expenditure components was higher than GDP calculated using the production approach. Since the production approach is the primary method for determining GDP, a negative statistical discrepancy was applied to the expenditure side. The statistical discrepancy in the second quarter may reflect time differences in the accounting carried out on the two sides of the GDP calculation, resulting from longer-term investment construction. On the production side, producers recorded their outputs over a longer period, while on the expenditure side, investments may have been recorded as one-off factors. 

			

			Accelerated growth in value added was recorded in the manufacturing industry and in professional, scientific and technical services. Value added growth in the processing industry was at its highest level for five quarters and was greatly strengthened by the production and exports of new car models in the automotive industry (since the end of the first quarter). Foreign trade figures show that both the number and average price of exported cars increased in the period under review, which may imply a rise in the value added ratio of Slovakia’s automotive industry. 

			

			The seasonally adjusted quarter-on-quarter rate of economic growth reached 1.1% in the period under review and comprised almost equal contributions from net exports and investment. Exports of goods and services increased by 2.7% quarter on quarter, and thus more than offset the decline recorded at the beginning of the year (1.5%). Imports of goods and services grew at a slower pace than exports (1.6%, compared with 1.2% at the beginning of the year). 

			

			After its strong quarter-on-quarter growth in the first quarter (6.9%), fixed investment continued to increase in the second quarter, by 4.3%. Investment was concentrated in infrastructure construction in the manufacturing industry, whereas in the previous quarter it was spread across all types of assets. Besides the automotive industry, the government sector also recorded strong growth in investment spending. 

			

			Investment has been marked by higher volatility since the beginning of 2016. The growth and volatility in investment can be attributed to manufacture of motor vehicles, as a result of which the sector’s share in total investment increased in the period under review, from 10% to 23%. 

			

			Despite rising employment and wages, private consumption growth weakened unexpectedly in the second quarter of 2018, falling to 2.2% year on year, from 3.5% in the first quarter. This slowdown of 1.4 percentage points (based on unrounded data) was more pronounced than that in any neighbouring country, including the Czech Republic (0.3 percentage point) and Hungary (0.6 percentage point). In Slovakia, half of the slowdown stemmed from a drop in food and beverage consumption. 

			

			Household food purchases increased only at current prices, and only to the extent that covered the rise in food prices. The reduction in food purchases was probably associated in part with the concentration of pre-Easter purchases in the previous quarter. Food purchases increased in nominal terms in the first quarter and then corrected in the second quarter; the correction, however, was non-standard, given the exceptional fact that food consumption contributed negatively to consumption growth. 

			

			In seasonally adjusted quarter-on-quarter terms, private consumption growth was 0.5% in the second quarter of 2018 (down from 0.7% in the previous quarter). 

			

			Looking at GDP at current prices as calculated using the income approach, the acceleration of GDP growth in the second quarter was reflected in the growth rates for gross profits and mixed income. Employee compensation growth in the domestic sector, after being boosted by rising GDP growth in the first quarter, moderated in the second quarter. 

			

			Year-on-year growth in compensation of employees for all sectors in total, including Slovak residents working abroad (recorded in the household account), remained virtually unchanged in the first half of the year (at 8.5% in the first quarter and 8.6% in the second quarter). These relatively high growth rates, however, were not reflected in households’ disposable income growth, most of which (as in previous quarters) was allocated to social contributions. In nominal terms, the rate of disposable income growth slowed, from 5% in the first quarter to 4.6% in the second quarter. The nominal slowdown took place amid accelerating consumer prices. Adjusted for inflation, real disposable income growth slowed more sharply, from 2.5% in the first quarter to 1.7% in the second quarter. The drop in disposable income growth, accompanied by the slowdown in consumption, did not have a significant impact on the saving ratio. 

			3	The labour market

			3.1	Wages and labour productivity

			Annual average wage growth in Slovakia edged down to 6.4% in the second quarter of 2018, from 6.5% in the first quarter. Wage growth increased in industry, wholesale trade, retail trade, motor vehicle repair services, and construction. The public sector, too, saw robust wage growth, mainly in education (with an increase in irregular bonuses) and healthcare services. Annual wage growth in the public sector in the second quarter was 7.7% (7.5% in the first quarter), reflecting a rise of 4.8% in the contractual wages of government and public service employees since 1 January 2018. On the other hand, wage growth fell in services, mainly in transportation and storage, in accommodation and food service activities, and in real estate activities. Adjusted for inflation, real wages increased year on year by 3.5%. 

			

			Wage growth was also stimulated by a statutory increase in wage premia for work performed at night, on public holidays or at weekends; on the other hand, it was dampened by the fact that irregular bonus payments were lower compared with the previous quarter. Wage growth continued to be supported by wage increases in larger organisations. Smaller firms, those with up to 19 employees, lagged far behind this group as they recorded average wage growth of 2.9% year on year.

			

			Compensation per employee (including gross wages and social contributions paid by employers) continued to grow in the second quarter of 2018, at the same pace as in the previous quarter (6.4% year on year). Social contributions paid by employers increased, similarly as in the first quarter, by a substantial 9.7%, probably owing to the cancellation of a tax-deductible item from health insurance.

			

			Wage growth in the period under review was influenced by rising demand for labour, which was reflected in the growing number of job vacancies and in the perceived shortage of job seekers qualified to fill them. In nominal terms, labour productivity growth lagged behind wage growth throughout the period. This may gradually exert cost-push pressures on price levels. Average wage growth in the second quarter (amounting to 0.3 percentage point) was positively influenced by wage premia for work performed at night, on public holidays and at weekends,2 which started to be paid in May 2018. Their influence, however, differed markedly depending on the specific employer’s field of business. 

			3.2	Employment and unemployment

			The annual rate of employment growth slowed slightly in the second quarter of 2018, to 2.1% (from 2.2% in the previous quarter). In seasonally adjusted terms, the quarter-on-quarter rate of employment growth maintained its rising trend from the first quarter, reaching 0.5%. 

			

			Broken down by sector, employment growth was driven largely by employment in business activities, which rose during the period under review by 0.7% quarter on quarter. Employment in industry maintained its long-running strong growth trend. In quarter-on-quarter terms, the services sector recorded a marked rise in employment (after a fall in the first quarter). On the other hand, employment in construction and in public administration and defence corrected after its above-average rise in the previous period. While there was a marked increase in the number of employees, the number of self-employed persons decreased. 

			

			As a result of strong demand for labour, coupled with supply-side constraints (shrinkage of the working-age population, the very small number of unemployed persons), the number of job vacancies reached a historical high of roughly 80,0003 in the period under review. If these job vacancies were filled (e.g. by foreigners, economically inactive persons), the country’s GDP would increase by approximately 1.3%.4

			

			Employment growth over the last two years has been only partly reflected in the number of hours worked. In the second quarter of 2018, the increase in the number of hours worked, quarter on quarter, was 0.2 percentage point lower than employment growth. This difference may be partly explained by the fact that some retail chains reduced their opening hours, with a resulting quarter-on-quarter drop in the number of hours worked in business activities. 

			

			According to the Labour Force Survey (LFS), the number of unemployed continued to decrease in the second quarter of 2018, but at a slower pace than in previous quarters. The seasonally adjusted number of unemployed dropped by 4,400 persons quarter on quarter. The unemployment rate fell by 0.2 percentage point, to 6.9%. Employers were therefore able to meet some of their labour demand by recruiting unemployed people. Employment growth was also supported by increases in the number of foreign workers, in the number of Slovak citizens returning from employment abroad, and in rising labour force participation.

			

			4	Price developments

			Annual HICP inflation increased in the second quarter of 2018, to 2.9%, owing mainly to increases in vehicle fuel prices in April and May. Demand-pull inflation accelerated, too. The increase in petrol/diesel prices was a result of the continuing rise in global oil prices, which with a minimal lag also put upward pressure on oil derivative prices. Thus, energy prices were the main factor behind the accel­eration of inflation in the quarter under review. Given that energy commodity prices increased during the first half of the year, household electricity and gas prices are also expected to increase in 2019.

			

			The acceleration of demand-pull inflation (from 1.9% to 2.3%) was caused by increases in non-energy industrial goods prices and services prices. As for industrial goods, the rates of increase in prices of footwear, pharmaceuticals, furniture and household appliances increased in the period under review. Real household income growth was therefore reflected in rising prices of non-durable and semi-durable goods. Services prices continued to rise as a result of demand-pull and cost-push pressures from the labour market. In particular in April, the increase in services inflation also stemmed from rising prices of air tickets for flights to foreign destinations. 

			

			Food price inflation slowed slightly in the period under review, partly due to the earlier than usual onset of warm weather this year and consequent moderation of fruit price inflation. This base effect is expected to fully pass through to food prices in the next two quarters. Food inflation is expected to ease considerably and thus contribute to the slowdown in headline inflation in the third and fourth quarters of 2018.
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							Chart 1 GDP and its components 
(quarter-on-quarter percentage changes; percentage point contributions; constant prices)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 2 GDP and its components 
(annual percentage changes; percentage point contributions; constant prices; non-seasonally adjusted)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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			1	The SO SR’s flash estimate for August was 4.1%. 

			2	Source: ISCP, Trexima.

			3	Source: ÚPSVR, average figure for the first half of 2018.

			4	The potential increase in GDP resulting from the filling of job vacancies was estimated by calculating new hire costs. It was assumed that a new employee receives a salary amounting to 88% of the average salary at the employer (source: EU-SILC microdata) and that employees are paid the value of their marginal product. This enabled the calculation of the amount of the increase in GDP (and contribution to GDP) that would occur if current job vacancies were all filled. 

		

		
			
				
					
				
				
					
							
							Chart 3 GDP – sectoral contributions to annual percentage changes (percentage points; constant prices; non-seasonally adjusted)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

							

							

							

						
					

				
			

			

		

		
			
				
					
					
					
					
					
					
					
					
				
				
					
							
							Table 1 GDP by expenditure (percentage changes compared with the previous period, constant prices) 

						
					

					
							
							

						
							
							2017

						
							
							2018

						
					

					
							
							Q1

						
							
							Q2

						
							
							Q3

						
							
							Q4

						
							
							Year

						
							
							Q1

						
							
							Q2

						
					

					
							
							Gross domestic product

						
							
							0.8

						
							
							0.9

						
							
							0.9

						
							
							0.9

						
							
							3.4

						
							
							1.0

						
							
							1.1

						
					

					
							
							Final consumption of households and non-profit institutions serving households

						
							
							1.0

						
							
							1.1

						
							
							0.8

						
							
							0.7

						
							
							3.6

						
							
							0.7

						
							
							0.5

						
					

					
							
							Final consumption of general government

						
							
							0.1

						
							
							0.4

						
							
							0.4

						
							
							1.0

						
							
							0.2

						
							
							0.5

						
							
							0.4

						
					

					
							
							Gross fixed capital formation

						
							
							3.4

						
							
							-2.6

						
							
							8.0

						
							
							0.0

						
							
							3.2

						
							
							6.9

						
							
							4.3

						
					

					
							
							Exports of goods and services

						
							
							1.6

						
							
							-2.7

						
							
							2.2

						
							
							4.5

						
							
							4.3

						
							
							-1.5

						
							
							2.7

						
					

					
							
							Imports of goods and services

						
							
							1.3

						
							
							-2.8

						
							
							3.4

						
							
							1.3

						
							
							3.9

						
							
							1.2

						
							
							1.6

						
					

					
							
							Source: SO SR.
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							Chart 4 Number and average price of 
exported passenger cars (quarter-on-quarter changes)

							

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

							Note: Average of car prices recorded after cars’ delivery to the Slovak border, including the transaction prices for the cars and related services (transport, insurance, reloading, storage, etc.).
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							Chart 5 Investment in manufacture of motor vehicles (current prices; non-seasonally adjusted)

							

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 6 Changes in investment and 
inventories (constant prices)

							

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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							Chart 7 Fixed investment – sectoral 
contributions to quarter-on-quarter percentage changes (percentage points; current prices; non-seasonally adjusted)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 8 Fixed investment – contributions of assets to quarter-on-quarter percentage changes (percentage points; constant prices)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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							Chart 9 Household consumption – 
contributions to annual percentage changes (percentage points; constant prices; non-seasonally adjusted)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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							Chart 10 GDP – contributions to annual percentage changes (percentage points; current prices; non-seasonally adjusted)

							

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 11 Households’ real disposable income – contributions of selected factors to annual percentage changes (percentage points; non-seasonally adjusted)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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							Chart 12 Wage levels in the main sectors of the economy (annual percentage changes)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

							Note: The data for the public sector were calculated on the basis of developments in the categories O, P and Q of the NACE classification. 
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							Chart 13 Average wage components 
(annual percentage changes; percentage point contributions)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

							Note: The data for ‘organisations with 20+ employees’ include organisations in the public and financial sectors, irrespective of the number of employees.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 14 Irregular bonuses paid in the Slovak economy (annual percentage changes)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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							Table 2 Wages and labour productivity (annual percentage changes)

						
					

					
							
							 

						
							
							2017

						
							
							2018

						
					

					
							
							Q1

						
							
							Q2

						
							
							Q3

						
							
							Q4

						
							
							Q1-Q4

						
							
							Q1

						
							
							Q2

						
					

					
							
							Average wage (headline)

						
							
							3.5

						
							
							4.8

						
							
							5.2

						
							
							5.2

						
							
							4.6

						
							
							6.5

						
							
							6.4

						
					

					
							
							Consumer price inflation

						
							
							0.9

						
							
							1.0

						
							
							1.5

						
							
							1.8

						
							
							1.3

						
							
							2.3

						
							
							2.8

						
					

					
							
							Average real wage (headline)

						
							
							2.6

						
							
							3.8

						
							
							3.6

						
							
							3.3

						
							
							3.3

						
							
							4.1

						
							
							3.5

						
					

					
							
							Average wage (ESA 2010)

						
							
							2.6

						
							
							3.7

						
							
							4.6

						
							
							3.7

						
							
							3.7

						
							
							6.4

						
							
							6.2

						
					

					
							
							Compensation per employee (ESA 2010)

						
							
							3.1

						
							
							4.0

						
							
							5.0

						
							
							3.9

						
							
							4.1

						
							
							6.4

						
							
							6.4

						
					

					
							
							Nominal labour productivity (ESA 2010)

						
							
							1.8

						
							
							2.3

						
							
							2.6

						
							
							3.1

						
							
							2.5

						
							
							3.5

						
							
							4.5

						
					

					
							
							Real labour productivity (ESA 2010)

						
							
							0.9

						
							
							1.6

						
							
							1.0

						
							
							1.2

						
							
							1.2

						
							
							1.3

						
							
							2.1

						
					

					
							
							Sources: SO SR and NBS calculations. 

							Note: Average wages (headline) are based on data from SO SR statistical reports. Average real wages were calculated on the basis of CPI inflation. Labour productivity (ESA 2010) was calculated as the ratio of nominal GDP to employment as defined in the ESA 2010 methodology.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 15 Factors determining wage growth (annual percentage changes; percentage point contributions)

						
					

					
							
							

						
					

					
							
							Source: NBS calculations based on a regression analysis.

							Note: The following variables have been transformed: the four-quarter moving average of labour productivity growth; the four-quarter moving average of CPI inflation recorded three quarters earlier. The figures for labour shortages are based on responses to the European Commission‘s business sentiment surveys, with the sectors weighted by employment trends. The composition effect is given by the impact of annual employment growth. The data for the third quarter of 2018 are based on NBS’s MTF-2018Q3 forecast.
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							Chart 16 Average wage growth – contributions of wage components to average percentage changes (percentage point contributions)

						
					

					
							
							

						
					

					
							
							Source: ISCP, Trexima.
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							Chart 17 Wages and labour productivity 

							

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

							Notes: Wages are based on data from SO SR statistical reports. Nominal labour productivity was calculated from employment according to SO SR statistical reports. Base indices are based on seasonally adjusted data.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 18 Labour costs in the economy 

							

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.
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							Chart 19 Employment –sectoral contributions to quarter-on-quarter percentage changes (percentage points)

						
					

					
							
							

						
					

					
							
							Source: SO SR. 

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 20 Perceived labour shortages broken down by sector (percentage of respondents)

						
					

					
							
							

						
					

					
							
							Sources: EC and NBS calculations.

							Note: The data on construction for Q3 2018 are average figures for July and August 2018.
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							Chart 21 Employment – contributions of principal labour market variables to quarter-on-quarter changes (thousands of persons) 

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.	

							Note: The ‘foreigners working in Slovakia’ time series has not been seasonally adjusted owing to its short history. The seasonality observed in this time series, however, appears to be insignificant. The ‘methodological difference’ item includes the effect of residual differences between the LFS and ESA methodologies. 
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							Chart 22 Contributions of components to annual HICP inflation (percentage point contributions)

						
					

					
							
							

						
					

					
							
							Sources: SO SR and NBS calculations.

						
					

				
			

			

		

		
			
				
					
					
					
					
					
					
					
					
				
				
					
							
							Table 3 Annual percentage changes in consumer price inflation by component

						
					

					
							
							

						
							
							2017

						
							
							2018

						
					

					
							
							

						
							
							Q1

						
							
							Q2

						
							
							Q3

						
							
							Q4

						
							
							Q1-Q4

						
							
							Q1

						
							
							Q2

						
					

					
							
							HICP inflation

						
							
							1.0

						
							
							1.0

						
							
							1.6

						
							
							2.0

						
							
							1.4

						
							
							2.4

						
							
							2.9

						
					

					
							
							Unprocessed food

						
							
							2.1

						
							
							4.0

						
							
							4.4

						
							
							6.3

						
							
							4.2

						
							
							5.8

						
							
							4.6

						
					

					
							
							Processed food

						
							
							2.0

						
							
							2.0

						
							
							3.8

						
							
							5.1

						
							
							3.2

						
							
							4.2

						
							
							4.4

						
					

					
							
							Non-energy industrial goods

						
							
							0.5

						
							
							0.7

						
							
							0.8

						
							
							0.7

						
							
							0.7

						
							
							0.8

						
							
							1.2

						
					

					
							
							Energy

						
							
							-1.9

						
							
							-3.4

						
							
							-2.4

						
							
							-2.2

						
							
							-2.5

						
							
							1.4

						
							
							3.3

						
					

					
							
							Services

						
							
							1.8

						
							
							1.8

						
							
							2.1

						
							
							2.1

						
							
							2.0

						
							
							2.5

						
							
							2.9

						
					

					
							
							Sources: SO SR and NBS calculations.	
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