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Abbreviations

ARDAL Agentdra pre riadenie dlhu a likvidity - Agency for Debt and Liquidity
Management

BCPB Burza cennych papierov v Bratislave - Bratislava Stock Exchange

CDCP SR  Centralny depozitar cennych papierov SR - Central Securities Depository of the Slovak Republic

ECB European Central Bank

EMU Economic and Monetary Union

EU European Union

Eurostat  Statistical Office of the European Communities

Fed Federal Reserve System

FNM Fond narodného majetku - National Property Fund

IMF International Monetary Fund

NBS Narodna banka Slovenska - National Bank of Slovakia

NPF National Property Fund

SASS Slovenska asociacia spravcovskych spolo¢nosti - Slovak Association
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SO SR Statistical Office of the SR

BRIBOR  Bratislava Interbank Offered Rate

CPI Consumer Price Index

FDI Foreign Direct Investment

FRA Forward Rate Agreement

GDP Gross Domestic Product

GNDI Gross National Disposable Income

GNI Gross National Income

HICP Harmonised Index of Consumer Prices
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IPI Industrial Production Index
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IRS lterest Rate Swap

MFI Monetary Financial Institutions

MMIF Money Market Investement Funds

NARKS National Association of Slovak Real Estate Agencies

NEER Nominal Effective Exchange Rate

OIF Open-end Investment Funds

p.a. per annum

p.p. percentage points

PPI Producer Price Index

REER Real Effective Exchange Rate

repo repurchase operation

RULC Real Unit Labour Costs

SAX slovensky akciovy index - Slovak Share Index

SDX slovensky dlhopisovy index - Slovak Bond Index

SDXG SDXGroup

Sk, SKK  Slovak Koruna

SKONIA  Slovak OverNight Index Average

SR Slovenska republika - Slovak Republic

SRT Sterilisation Repo Tender

ULC Unit Labour Costs

VAT Value Added Tax

Symbols used in the tables

. - Data are not yet available.
- - Data do not exist / data are not applicable.
(p) - Preliminary data
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1 Introduction

Consumer prices, expressed in terms of the Harmonised Index of Consumer Prices (HICP), increased in
comparison with the previous month by 0.5% in January. The year-on-year rate of headline inflation
reached 2.2%. Core inflation (excluding energy and unprocessed food prices) recorded a year-on-year
rate of 1.8%.

Expressed in terms of the Consumer Price Index (CPI), consumer prices increased on a month-on-
month basis by 1% in January. The 12-month headline and core inflation rates reached 3.0% and 2.9%
respectively.

The M3 monetary aggregate (according to ECB methodology) grew month-on-month by Sk 31.7 billion
in December, but its year-on-year dynamics weakened in comparison with November, to 15.3%.

The total volume of MFI receivables from residents (including securities issued by clients and held by
MFls, according to ECB methodology) increased month-on-month by Sk 10.1 billion in December, but
the year-on-year growth rate slowed by 1.2 percentage points, to 12.6%.

The average interest rate on new loans to non-financial corporations increased in December by 0.09 of
a percentage point, to 6.35%, while that on new loans to households dropped by 0.24 of a percentage
point, to 12.58%. Over the same period, the average interest rate on new deposits from non-financial
corporations increased by 0.01 of a percentage point, to 2.70%, and that on new household deposits
by 0.05 of a percentage point, to 1.18%.

At the end of January, the State budget of the SR resulted in a surplus of Sk 2.9 billion.

The foreign exchange reserves of the NBS (at current exchange rates) stood at USD 14.0 billion in
January. At the end of the month, the volume of foreign exchange reserves was 3.4 times greater than
the volume of average monthly imports of goods and services to Slovakia in 2006. At the end of
January, the coverage of average monthly imports (imports of goods and services according to data
from banking statistics) by the official foreign exchange reserves corresponded to 4.2 times the volume
of average monthly imports of goods and services to the SR in 2006.

The National Bank of Slovakia conducted no foreign exchange interventions in January.

According to preliminary data, the balance of payments on current account for January to November
2006 resulted in a deficit of Sk 122.2 billion. Over the same period, the capital and financial account
generated a surplus of Sk 7.7 billion. From January to December, the current account produced a
deficit of Sk 129.6 billion, while trade resulted in a shortfall of Sk 92.1 billion.
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Harmonised Index of
Consumer Prices

HICP in the structure
of the CPI inflation

2 Inflation

2.4 Consumer Price Index

HICP Inflation

Consumer prices, expressed in terms of the Harmonised Index of Consumer Prices (HICP), increased
month-on-month by 0.5% in January, with the prices of goods and services rising by 0.2% and 1.1%
respectively. On a year-on-year basis, consumer prices rose by 2.2% (in December by 3.7%). Overall
inflation excluding energy and unprocessed food prices (core inflation) reached 1.8% (compared with
2.5% in December). The average inflation rate for the period since the beginning of the year reached
2.2%. The average 12-month inflation rate for the period from February 2006 to January 2007 was
4.1%. In January, HICP inflation was somewhat higher than expected by the NBS.

Table 1 Harmonised Index of Consumer Prices (year-on-year changes in %)
2006 2007
Aug. Sep. Oct. Nov. Dec. Jan.
Total 5.0 4.5 3.1 3.7 3.7 2.2
Goods 5.4 4.9 3.1 3.9 4.0 2.0
Industrial goods 71 5.8 2.9 3.9 3.9 0.7
Non-energy industrial goods 1.1 1.1 1.1 1.0 1.1 -0.5
Energy 14.8 11.9 5.3 7.5 7.4 2.0
Foodstuffs 2.5 3.4 3.4 4.0 4.1 4.6
Processed food
(including alcohol and tobacco) 1.8 2.8 2.7 3.4 89 3.6
Unprocessed food 4.0 4.7 4.9 5.2 5.3 6.6
Services 4.1 815 3.1 3.1 3.1 2.7
Total, excluding unprocessed food and energy
(core inflation) 2.6 2.6 2.3 2.5 2.5 1.8
Total, excluding energy 2.8 2.8 2.6 2.7 2.8 2.2

A comparison of the rates of HICP inflation and CPI inflation expressed in the same structure (national
index structure) explains the persistent difference in year-on-year dynamics between the HICP and the
CPI. This difference (slower rise in the HICP than in the CPI, by 0.8 of a percentage point) was mainly
caused by price developments in market services, where the CPI also includes imputed rents and
repair funds, i.e. items dynamically growing since the end of 2005, but not included in the HICP.

Table 2 HICP in the Structure of the National Index (year-on-year changes in %)
2006 2007
Aug. Sep. Oct. Nov. Dec. Jan.
Total 5.0 4.5 3.1 3.7 3.7 2.2
Regulated prices 12.8 11.4 6.9 8.0 7.8 2.9
Core inflation 1.8 1.4 1.1 1.3 1.4 1.5
Foodstuffs 2.4 2.9 2.9 85 3.6 4.4
Processed food 0.9 1.2 1.0 1.9 1.9 2.2
Unprocessed food 3.9 4.7 4.9 5.2 58} 6.6
Tradable goods 0.5 -0.9 -1.4 11 -0.9 -0.9
Tradable goods, excluding fuel -0.3 -0.5 -0.6 -0.6 -0.5 -0.2
Fuel 6.9 -3.5 -7.8 -5.8 5.1 1.2
Market services 34 3.6 3.6 85 815 3.0
Net inflation
(excluding changes in indirect taxes) 1.6 0.9 0.5 0.7 0.8 0.7
Net inflation, excluding fuel
(excl. changes in indirect taxes) 1.3 1.2 1.1 1.2 1.2 1.2
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Chart 1 HICP Inflation and Its Main

Components
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The year-on-year rate of increase in goods prices slowed,
when the dynamics of industrial goods prices weakened,
while food prices showed increased dynamics. The
slowdown in the year-on-year increase in industrial
goods prices was affected by a year-on-year fall in the
prices of non-energy industrial goods (due partly to a
cut in VAT rates for pharmaceuticals) and, in particular,
by the weakening dynamics of energy prices. Within the
scope of energy prices, fuel prices continued to fall and
other energy prices recorded a marked slowdown in
dynamics on a year-on-year basis. Year-on-year
increases were recorded in the prices of heating, gas,
and other solid fuels (brown coal and firewood). The
dynamics of food prices increased on a year-on-year
basis, due to steeper year-on-year increases in the prices
of processed and unprocessed foodstuffs in particular.
In the ‘processed food’ category, prices continued to
rise for bread, other bakery products, sugar goods, and
dairy products (cheese). In ‘unprocessed foodstuffs’, the
prices of vegetables, including potatoes, showed
increased year-on-year dynamics.

The year-on-year rate of increase in services prices
slowed, mainly as a result of a slowdown in the year-on-

year dynamics of prices for services related to housing. A slowdown was also recorded in the year-on-
year price increase in recreational and personal services. On the other hand, the year-on-year increase
in prices for transport services accelerated as a result of an increase in bus fares.

The year-on-year rate of headline inflation should slow somewhat in February (compared with January),
due to the predicted developments in goods prices, where the year-on-year dynamics of energy and

Chart 2 HICP Compared with the

Views of Respondents on Inflation
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food prices are expected to weaken. At the same time,
prices for services are expected to accelerate slightly
on a year-on-year basis. At the end of 2007, the inflation
rate should remain below the inflation target of the NBS.

December saw a further reduction in the assessment
by consumers of the actual level of price inflation. In
answer to questions about the course of inflation to
date, the respondents gave an average value of 7.17%
(7.90% in the previous month). When asked about the
expected inflation rate in the next 12 months, the
respondents gave an average value of 6.49%,
representing a slight increase in comparison with the
previous month (6.48%).

CPI Inflation

Consumer prices increased by an average of 1.0% in
January. Within the basic structure of CPI inflation,
regulated prices were stagnant, while core inflation rose
month-on-month by 1.3%. Within the scope of regulated
prices, prices increased in transport and miscellaneous
goods and services. At the same time, prices dropped
in health care and housing. The rise in core inflation
was mainly a result of a marked increase in prices for
housing-related services and a rise in food prices. The
12-month rate of headline inflation reached 3.0%
(compared with 4.2% in December) and that of core
inflation 2.9% (2.7% in the previous month). The average
year-on-year inflation rate for the period from February
2006 to January 2007 was 4.4%.

Slowdown in the year-on-
year dynamics of goods
prices, as well as services
prices

Expectations for the
coming month

Consumer expectations
regarding inflation

Consumer Price Index (CPI)
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Table 3 Consumer Price Developments in January 2007

Change versus
December 2006  January 2006

Total in % 1.0 3.0
Regulated prices in % 0.0 2.6
- Share of total, in percentage points? 0.00 -
Impact of changes in indirect taxes on non-regulatedprices
- Share of total, in percentage points 0.00 -
Core inflation in % 1.3 2.9
- Share of total, in percentage points? 0.95 -
of which: Food prices in % 1,6 3,4
- Share of total, in percentage points® 0.23 -
Tradable goods in %Y 0.1 -0.9
- Share of total, in percentage points? -0.04 -
Tradable goods excluding fuels, in %Y 0.2 -0.2
- Share of total, in percentage points? 0.06 -
Fuels in %Y 2.8 -7.2
- Share of total, in percentage points® -0.10 -
Market services in %Y 2.8 7.3
- Share of total, in percentage points? 0.76 -
Net inflation
(excluding the impact of changes in indirect taxes) in % 1.2 2.8
- Share of total, in percentage points® 0.73 -
Net inflation excluding fuel prices
(excluding the impact of changes in indirect taxes) in % 1.4 3.4
- Share of total, in percentage points? 0.82 -

2.2 Producer Prices in December 2006

Month-on-month drop in Industrial producer prices for the domestic market fell month-on-month by 0.8% in December, due to
industrial producer prices price drops in all three basic sub-categories. Energy prices dropped by 1.2%, manufacturing products
for the domestic market... prices by 0.3% (as in the previous month), and mining and quarrying products prices by 3.2%.

Table 4 Producer Price Developments in December 2006

Month-on-month Year-on-year
change change
Nov. Dec. Dec. Nov. Dec.  Average since the

2006 2006 2005 2006 2006 beginning of 2006
Industrial producer prices

(for the domestic market) 0.4 -0.8 7.0 5.6 5.4 8.4
- Prices of manufacturing products -0.3 -0.3 1.0 1.2 1.5 2.1
- Prices of mining and quarrying products 0.6 -3.2 354 9.5 8.3 38.4
- Prices of electricity, gas, steam, and hot water 1.0 -1.2 8.3 10.8 104 14.5
Industrial producer prices (for export) -1.1 -1.3 3.2 -0.7 -0.8 2.7
- Prices of manufacturing products -1.0 -1.4 3.1 -0.6 -0.8 2.8
Construction prices 0.2 0.1 3.6 4.0 4.0 3.9
Building materials prices 0.5 -0.3 1.2 5.6 5.2 3.0
Agricultural prices - - -1.3 0.1 -2.6 -0.2
- Prices of plant products - - 4.1 0.6 5.4 1.1
- Prices of animal products - - 0.8 -0.2 -0.9 -0.7
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The year-on-year dynamics of domestic industrial producer prices weakened somewhat in comparison ...accompanied by a

with the previous month (by 0.2 of a percentage point, to 5.4%), due to a slowdown in the rate of slowdown in their year-on-
increase in energy prices (by 0.7 of a percentage point, to 10.1%) and mining and quarrying products year dynamics

prices (by 1.2 percentage points, to 8.3%). Manufacturing products prices increased year-on-year more

rapidly than in the previous month (by 0.3 of a percentage point, to 1.5%).

The year-on-year increase in energy prices slowed in December (compared with the previous month),
due to a slowdown in the rate of increase in prices for gas production and the transport of gaseous
fuels via pipelines (by 1.5 percentage points, to 8.7%) and prices for electricity generation and supply
(by 0.5 of a percentage point, to 9.6%). Prices for water treatment and supply remained at the level of
the previous month, while prices for steam and hot water supply increased more rapidly than a month
earlier (by 0.2 of a percentage point, to 18.7%).

The rise in manufacturing products prices was caused by increases in the prices of base metals and
finished metal products (5.1%), food products (2.3%), other non-metal mineral products (2.4%), chemical
products (2.5%), electrical and optical equipment (2.3%), and paper and paper products (1.2%). On the
other hand, an anti-inflationary effect was exerted by the prices of refined oil products in particular (a
fall of 2.6%).

During 2006, industrial producer prices rose by 8.4%, due to increases in the prices of energy (14.5%),
manufacturing products (2.1%), and mining and quarrying products (38.4%).

Industrial producer prices for export, which are mostly determined by the export prices of manufacturing Industrial producer prices
products, dropped month-on-month by 1.4% in December, representing a year-on-year fall of 0.8%. for export

The year-on-year fall in industrial producer prices for

export in December was primarily caused by drops in

. the export prices of transport vehicles (9.7%) and

Products Prices refined oil products (2.9%). On the other hand,

WVEEIEDRTE I EERIRO R nflationary pressures were caused on a year-on-year

basis by the export prices of electrical and optical

AR Ay e A5 WS AWy equipment (a rise of 8.6%), base metals and finished

metal products (3.1%), paper and paper products (2%),
and chemical products (1.2%).

Chart 3 Developments in Industrial
Producer Prices and Manufacturing

11.04
9.0
it After rising for five months, the level of agricultural Agricultural prices
\ prices fell year-on-year by 2.6%, due to drops in the

M prices of plant products (5.4%) as well as animal

5.0

products (0.9%).

N

1.0 The drop in plant products prices was mainly caused

by reductions in the prices of sugar beet (18.1%) and

tobacco (2.5%). Prices for other plant products were

a0l higher than a year earlier. The steepest increases took

place the prices of potatoes (51.7%) and cereals

5.0 (21.6%). Fruit and vegetable prices rose by 6.5% (fruit
== |ndustrial producer prices (domestic market) prices by 0.3% and vegetable prices by 16.3%), prices
«= Prices of manufacturing products (domestic market) for Iegu mes and oilseeds by 3.5% and 0.3%
=== Prices of manufacturing products (export) respective|y.

_ The fall in animal products prices was caused by drops

in the prices of fish (18.1%), poultry (3.2%; 4.9% for
chickens), and pork (0.2% for live animals). Increases were recorded in the prices of eggs (6.9%) and
dairy farming products (0.5%).

1.0 r

Since the beginning of the year, the average price of agricultural products had dropped by 0.2%, with
plant products prices rising by 1.1% and animal products prices falling by 0.7%.

Industrial producer prices should be influenced in January 2007 by the lower price of oil on the world
market (by roughly 15% compared with the previous year), the appreciation of the Slovak koruna vis-a-
vis the US dollar, and the base effect of the accelerated increase in energy prices in January 2006. On
the other hand, the slight inflationary effect of food prices is expected to persist. Owing to these external
and internal cost factors, the average year-on-year dynamics of industrial producer prices are expected
to weaken in January, compared with the previous month.
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On the basis of agrarian market news, the purchase
prices of food cereals are again expected to rise slightly
on a year-on-year basis in January, as well as the price
of late potatoes. Inflation should be dampened in
January by the falling price of sugar beet. Among animal
products, the stagnation in the price of unpasteurised
milk and the persistent fall in the price of poultry (live
animals) are expected to be accompanied by a drop in
the price of pork and a slight slowdown in the price of
beef (live animals). In line with these assumptions,
agricultural prices are expected to increase somewhat
in January.

Chart 4 Developments in Food Prices
in Primary Production, Processing,

and Consumption
(year-on-year change in %)

2002 2003 2004 2005 2006

WA 4
. VN |

== Foodstuffs (CPI)
«== Food processing (PPI)

=== Agricultural production
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3 Factors Affecting the Course of Inflation
3.1 Monetary Aggregates

After reaching a historical high in November, the year-on-year growth rate of the M3 monetary aggregate
slowed somewhat in December. The main factor influencing the banking system’s liquidity position
and developments in monetary aggregates is still the continuing increase in the receivables of monetary
financial institutions (MFIs) from the resident private sector.

M3 Monetary Aggregate
The M3 monetary aggregate (according to ECB methodology) grew in volume by Sk 31.7 billion compared
with the previous month, to Sk 958.5 billion at the end of December. The year-on-year rate of M3

growth® moderated to 15.3% (by 0.8 of a percentage point), but was still higher than its maximums
from 2004 and 2005.

Table 5 Year-on-year growth in the M3 monetary aggregate (ECB methodology) (in %)

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

Year 2004 6.4 9.9 69 111 86 14.0 58 119 133 136 127 150
Year 2005 10.0 96 114 119 125 9.6 8.9 8.0 3 7.6 6.3 7.8
Year 2006 8.6Y 91Y 103V 94Y 105 112 118 136 129 139 16.1Y 153

The development of M3 was influenced by increases in deposits and received loans with an agreed
maturity of up to 2 years (Sk 16.5 billion) and those repayable on demand (Sk 9.6 billion). Within the
scope of other counterparts, a marked decrease was recorded in deposits and loans received from the
central government (Sk 35.0 billion, including deposits at the SR Treasury, i.e. deposits from self-
governments, social security funds, and non-financial companies), mainly in connection with the
December increase in the budget deficit, accompanied by a decrease in capital, reserves, and provisions
(Sk 9.4 billion). On the assets side, upward pressure on the bank balances was exerted by a month-on-
month increase in MFI receivables from residents (Sk 10.2 billion, including securities).

Table 6 Comparison of month-on-month developments in monetary aggregates

(ECB methodology)

Volume in billions of Sk Year-on-year change in %
Dec. Nov. Dec. Nov. Dec.
2005 2006 2006 2006 2006
Currency in circulation 119.8 1273 131.2 10.9 9.5
Deposits and received loans repayable on demand  366.0 405.3 414.9 16.0 13.4
M1 485.8 532.6 546.1 14.7 12.4
Deposits and loans received with an agreed
maturity of up to 2 years 284.4 334.0 350.5 22.9 23.2
Deposits redeemable at a period of notice
of up to 3 months 14.8 11.8 11.6 -19.3 -21.4
M2 785.0 878.4 908.1 17.0 15.7
Money market fund shares/units 45.9 43.7 45.0 -5.0 -2.0
Repo operations 0.0 0.0 0.0 - -
Debt securities issued with a maturity of up
to 2 years 0.6 4.6 5.4 - -
M3 831.4 926.7 958.5 16.1 15.3

1 The year-on-year growth dynamics of monetary aggregates and their counterparts are calculated from end-of-month
data, including non-transaction operations, which comprise all movements in the balance-sheet items, resulting from
changes in the valuation of tradable instruments, the depreciation/write-off of loans, exchange rate differentials,
reclassification, and other changes.

Slowdown in the rate of M3
growth

11
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Growth in deposits and
loans received with an
agreed maturity of up to 2
years; slowdown in M2
growth

Continuing inflow of funds
into open-end investment
funds in Sk

Main M3 Components

The weakening trend in year-on-year growth dynamics accelerated in both components of the M1
monetary aggregate (i.e. currency in circulation, as well as deposits and received loans repayable on
demand) in December. The growth rate of currency fell to the lowest level in the last two years.

In other short-term deposits, the gradual increase in the negative dynamics of deposits redeemable at
a period of notice of up to 3 months continued, but had, owing to their small volume, only a minimal
impact on the overall M2 dynamics. Although the largest monthly increase among the main M3
components took place in deposits and loans received with an agreed maturity of up to 2 years (Sk 16.5
billion), causing a slight increase in their dynamics, the rate of M2 growth slowed.

Among the less liquid components (marketable instruments), the rate of M3 growth was to some extent
supported by an inflow of funds into money market fund shares/units (Sk 1.3 billion) and an increase
in the volume of debt securities issued with a maturity of up to 2 years.

Investment Through Open-End Investment Funds

In January, the inflow of funds into open-end investment funds (OIFs) intensified still further, and reached
its highest level since the first quarter of 2005. The net value of OIF assets denominated in Slovak
koruna increased to Sk 122.7 billion, with monthly net sales reaching Sk 3.7 billion, markedly exceeding
the cumulative increase in net OIF sales in Sk during 2006. The net sales of OIFs denominated in
foreign currency were also slightly positive.

Table 7 Net sales of open-end investment funds (OIFs)

(month-on-month change in billions of Sk)

Year | Jan. Feb. Mar. Apr. May June July Aug. Sep. Oct. Nov. Dec. CUM.
OIF sales 2004 129 149 181 131 180 243 299 308 264 252 232 299 26.68
denominated 2005 5.17 6.77 4.06 340 227 234 198 185 149 367 098 1.31 35.29
in Slovak koruna 2006 133 042 0.74 -1.79 -0.09 028 056 -1.68 -0.78 118 250 114 1.29
2007  3.74 . . . . . . . . . . . 374
OIF sales 2004 1 0.08 0.07 0.0 0.05 014 0.04 0.04 0.06 007 003 0.07 0.04 0.80
denominated 2005/ 0.08 0.14 044 021 0412 020 045 029 039 043 012 028 256
in foreign currency | 2006 | 0.43 0.85 0.44 0.16 -0.02 -010 0.61 -0.18 034 0.01 -0.05 030 2.79
2007 | 0.17 . . . . . . . . . . . 0.47

The exceptionally steep positive increase in January
was mainly affected by the net monthly sales of other

Chart 5 Monthly Net Sales of OIFs in

funds (i.e. funds that cannot be included in any other | eAldELIE (Sk billions)
category; Sk 3.7 billion), of which the most successful

were secured funds, whose net sales reached Sk 3.3 9. 20 2T AU QUL
billion during the subscription period. Positive net sales .. os
were also achieved by money market funds, equity :
funds, and special funds (a total of Sk 1.0 billion). The g @7
increased interest in funds is probably motivated by 6 L 0.6
the growing incomes of households, the availability of 5 o
free funds for investment, and the expected

improvement in their performance. Other funds 41 o4
actually exceeded even the traditionally high interest 3 L 03
in money market funds, whose growth was mostly 2 L oz
promoted by the rising money market rates last year.

On the other hand, bond, mixed, and umbrella funds H \ ot
recorded negative net sales (a total of Sk -0.8 billion) 0 \ 00
and the net sales of OIFs of all types in Sk and foreign ad L 01
currency totalled Sk 3.9 billion. ) Y

== OIF sales in Slovak koruna (left-hand scale)
«== OIF sales in foreign currency (right-hand scale)
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Main M3 Counterparts

The gradually weakening trend in the year-on-year growth dynamics of MFI receivables from residents Moderating growth in MFI
(including securities issued by clients and held by MFIs), which began in June 2006, continued in receivables (including
December. The determining factor in this development was a slowdown in the growth rate of receivables securities) from residents
from the private sector (by 1.7 percentage points, to 22.8%) and a modest acceleration in rate of

decline in receivables from the general government sector.

Table 8 Main M3 counterparts (ECB methodology)

Volume in billions of Sk¥ Year-on-year change in %
Dec. Nov. Dec. Nov. Dec.
2005 2006 2006 2006 2006
Net foreign assets 261.4 278.4 256.0 0.4 2.1
Foreign assets 746.3 460.4 452.3 -21.4 -39.4
Foreign liabilities 4849 182.0 196.3 -41.0 -59.5
Receivables of MFls from residents (incl. securities) 795.2 885.6 895.7 13.8 12.6
Receivables from general government 273.5 252.7 254.8 -6.4 -6.8
Receivables from the private sector 521.7 6329 640.9 24.5 22.8
Deposits and loans received from central government  61.3 83.7 45.0 -10.0 -26.5
Long-term financial liabilities (excl. capital and reserves) 102.9 116.1 122.6 16.4 19.1
Deposits and loans taken with an agreed
maturity of over 2 years 56.5 62.9 66.7 19.1 18.0
Deposits redeemable at notice of over 3 months 27.8 24.4 24.3 -11.9 -12.4
Debt securities issued with a maturity of over 2 years  18.6 28.8 31.6 49.7 69.8
Other items net 61.0 37.4 25.6 -41.8 -58.0
Capital, reserves, and provisions 88.0 56.3 47.0 -39.3 -46.7
Other liabilities 47.0 69.5 70.9 22.7 50.8
Surplus of liabilities among MFls 0.0 -0.1 -0.1 - -
Fixed assets 34.4 32.6 34.5 -2.8 0.3
Other assets 39.7 55.7 57.7 20.2 45.5
M3 8314 926.7 958.5 16.1 15,3

Table 9 Receivables of Monetary Financial Institutions from the Resident Private Sector

Volume in billions of Sk¥ Year-on-year change in %
Dec. Nov. Dec. Nov. Dec.
2005 2006 2006 2006 2006
MFI receivables from the private sector (incl. securities) 521.7 632.9 640.9 24.5 22.8
of which: Securities issued by the private sector 14.3 14.2 135 -10.2 -6.9
MFI receivables (excluding securities) 5075 618.7 6274 25.6 23.6
Non-financial corporations 2714 324.0 326.5 21.6 20.3
- upto 1 year 1173 136.3 135.0 18.2 15.1
- 1to 5 years 52.0 65.0 64.0 23.0 23.2
- over 5 years 102.1  122.7 127.4 24.8 24.8
Financial corporations 55.0 61.4 63.0 20.0 14.5
Insurance corporations and pension funds 0.0 0.0 0.0 - -

Households and non-profit institutions

serving households 181.0 233.3 2379 82 314
- consumer loans 24.8 .7 36.0 43.0 45.0
- house purchase loans 118.9 152.2 156.7 324 31.8
- other loans 81,8 45.4 45.2 29.1 21.2

13



&

NARODNA BANKA SLOVENSKA

Monetary Survey 1/2007

Decelerated growth in MTI
receivables from the
resident private sector

Decelerating growth in
loans to non-financial
corporations as well as
households

Owing to the December increase in the budget deficit (by Sk 24.7 billion), deposits and loans received
from the central government recorded a marked and traditional decrease, and their negative year-on-
year dynamics increased.

After a correction, the long-term increasing trend in the 12-month growth dynamics of long-term financial
liabilities (excluding capital, reserves, and provisions) continued in December, due to accelerated growth
in debt securities issued with a maturity of over 2 years and growth in deposits and loans received with
an agreed maturity of over 2 years. The opposite effect was exerted by a decline in deposits redeemable
at a period of notice of over 3 months.

The year-on-year growth rate of MFI receivables from the private sector (including securities) slowed to
22.8% in December, after reaching an average level of 24.4% during 2006. The rate of decline in
securities issued by the private sector again moderated, as well as the growth rate of MFI receivables
from the private sector (excluding securities, by 2 percentage points, resulting in a monthly increase of
Sk 8.7 billion).

The December developments in receivables were mainly influenced by an increase in MFI receivables
from households (Sk 4.6 billion, mostly house purchase loans), while their growth rate continued to
slow. Receivables from non-financial corporations also recorded a fall in dynamics, as well as those
from financial corporations.

Structure of MFI Receivables from the Private Sector

Despite a slowdown in December (to 20.3%), the year-on-year growth in loans to non-financial
corporations remained above the level of 2006 (19.0%), unlike loans to households which showed
above-average dynamics (31.4%, compared with 37.3%).

While non-financial corporations and households achieved larger cumulative increases in loans during
2006 (compared with 2005), other financial intermediaries and auxiliary financial institutions, insurance
companies, and pension funds recorded smaller increases. The increase in loans to households (Sk 56.9

Table 10 Survey of MFI Receivables from the Resident Private Sector (excl. securities)

Volume Change since the beginning
(Sk billions) of the year (Sk billions)
December 2006 | December 2005 ‘ December 2006
MFI receivables (excluding securities) 627.4 109.8 119.9
Non-financial corporations 326.5 46.1 55.1
- loans in Slovak koruna 217.1 21.5 45.7
- loans in foreign currency 109.4 24.6 9.4
Financial corporations (other financial intermediaries
and auxiliary financial institutions) 63.0 10.8 8.0
- loans in Slovak koruna 50.9 6.5 7.9
- loans in foreign currency 12.1 4.3 0.1
Insurance companies and pension funds 0.0 0.0 0.0
- loans in Slovak koruna 0.0 0.0 0.0
- loans in foreign currency 0.0 0.0 0.0
Households and non-profit institutions
serving households 237.9 52.8 56.9
- loans in Slovak koruna 233.9 5ill5 54.9
- loans in foreign currency 4.0 i3 2.0
of which: Consumer loans 36.0 4.9 11.2
- loans in Slovak koruna 35.9 4.8 11.2
- loans in foreign currency 0.1 0.1 0.0
House purchase loans 156.7 31.0 37.8
- loans in Slovak koruna 154.0 30.0 36.1
- loans in foreign currency 2.7 0.9 1.7
Other loans 45.2 16.9 7.9
- loans in Slovak koruna 44.0 16.7 7.6
- loans in foreign currency 1.2 0.2 0.3
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billion) slightly exceeded the increase in loans to non-
o financial corporations (Sk 55.1 billion). In overall bank
CLIULUE R ending to households, loans for house purchases
represent the largest component in the long term (with

Chart 6 Lending in Foreign Currency

2004 2005 2006

120 &0 an annual increase of Sk 37.8 billion), while the share
of consumer loans and other loans in total is roughly
1101 L5.0 50% smaller (Sk 19.1 billion).
The volume of loans in foreign currency increased month-
100 F4.0 . . .
on-month by Sk 2.5 billion in December, mainly as a result
of anincrease in euro loans to non-financial corporations
90+ r3.0 (Sk 2.3 billion). In the long term, the annual rate of growth
in foreign-currency loans to non-financial corporations
80- N0 shows a slowing tendency (to 9.4% in December). On
the other hand, loans to households have shown
increasing dynamics since the middle of the year, but
1 L0 the volume of loans granted to households in foreign
/ currency is incomparable with the volume of loans
60 0.0 provided to non-financial corporations (see chart No. 6).
== Non-financial corporations (left-hand scale)
g coc=cholcs Inguding non o nElSIttens In the long term, the share of euro loans in the total

serving households (right-hand scale) ) A A
volume of foreign-currency loans is much higher than

_ the share of loans in other foreign currencies. In 2006,

the share of euro loans to non-financial corporations
was very stable, in the 93-94% range, while that of euro loans to households fluctuated within a wider
range, then gradually increased from the middle of the year, to nearly 91% in December.

Current Budgetary Developments

Budgetary performance during January resulted in a surplus. With budget revenues and expenditures
totalling Sk 27.2 billion and Sk 24.2 billion respectively, the state budget closed the month with a
surplus of Sk 2.9 billion.

3.2 External Trade
Balance of Payments for November 2006

In November 2006, the balance of payments on current account resulted in a deficit of Sk 9.0 billion.
This represented a slight deterioration compared with the November deficit. The most significant change
occurred in the trade balance, where the deficit increased as a result of lower exports. The increased
current account deficit was also supported by a deterioration in the balance of services (caused mainly
by increased payments for other freight transport). On the other hand, the increased current account
deficit was partly offset by an improvement in the balance of income, from a deficit to a surplus in
November, mainly as a result of lower dividend payments to foreign direct investors. The modest surplus
(after a deficit last month) achieved in the balance of current transfers also dampened the month-on-
month increase in the b.o.p. current account deficit. In comparison with the same period a year earlier,
the current account deficit increased only slightly (by Sk 1.3 billion), when the increased trade deficit
was in large part offset by an improvement in the balance of income.

Table 11 Balance of Payments on Current Account (Sk billions)

Nov. 2006 Nov. 2005 Jan. - Nov. 2006 Jan. - Nov. 2005

Balance of trade 9.4 -3.9 -79.7 -49.7
Exports 121.1 100.8 11371 911.3
Imports 130.5 104.7 1216.8 961.0

Balance of services -0.3 -0.4 14.5 9.7

Balance of income 0.5 -4.0 -55.8 -43.6
of which: Income from investment 2.4 -6.3 -83.6 -69.4

of which: Reinvested earnings  -0.4 -3.9 -22.4 -32.9

Current transfers 0.2 0.6 12 0.6

Current account in total -9.0 -1.7 -122.2 -83.0

Current account
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Capital and financial
account

Foreign exchange reserves
of the NBS

After being revised by the Statistical Office of the SR, foreign trade recorded a deficit of Sk 9.4 billion in
November (the originally published deficit amounted to Sk 9.3 billion). Exports recorded a month-on-
month decline in November, as well as a slowdown in year-on-year dynamics (to 19.9%). The decline in
exports compared with the previous month was caused by lower exports in the ‘machines and transport
vehicles’ category (passenger cars and television sets). This decline in exports was partly offset by
increased exports of raw materials (an increase in natural gas exports). The exports of finished products
and semi-finished goods had a neutral effect on the month-on-month change, with a value at
approximately the level of the previous month. As exports, imports also recorded a month-on-month
decline in November, as well as a slowdown in year-on-year dynamics (to 24.2%). The decline in imports
mostly took place in ‘machinery and transport equipment’ and partly in ‘semi-finished goods’ (lower
imports of components for the electrical and automotive industries). This decline was partly offset by a
modest increase in the imports of finished products and raw materials.

Table 12 Exports from January to November, Year-on-Year Changes

Year-on-year change Proportion of the year-on-year
in billions of Sk change in % points
January - November January - November
2006 2005 2006 2005
Raw materials 12.5 13.4 1.4 1.7
Chemicals and semi-finished goods 55.8 35.2 6.1 4.5
Machinery and transport equipment 149.7 27.4 16.4 &
Finished products 7.5 9.0 0.8 1.1
Exports in total 225.5 85.0 24.7 10.8

Table 13 Imports from January to November, Year-on-Year Changes

Year-on-year change Proportion of the year-on-year
in billions of Sk change in % points
January - November January - November
2006 | 2005 2006 | 2005
Raw materials 48.1 27.2 5.0 38
Chemicals and semi-finished goods 48.7 19.7 5.1 2.4
Machinery and transport equipment 105.3 19.5 10.9 2.3
Finished products 53.0 31.6 5.5 3.8
of which: Agricultural and industrial goods 20.5 18.1 2.1 2.2
Passenger cars H%3 1.1 0.6 0.1
Machines and electrical consumer goods 27.2 12.4 2.8 1.5
Imports in total 255.1 98.0 26.5 11.7

The balance of payments on capital and financial account recorded an inflow of Sk 9.0 billion in
November.

The November inflow of funds took place predominantly in portfolio and direct investments. The increased
interest of non-residents in government securities and the lower interest in foreign equity securities,
mainly in the corporate sector, were the main factors behind the growth in portfolio investment. Foreign
direct investment inflows were mainly caused by an increase in import liabilities vis-a-vis parent
companies and a decrease in the ownership interests of Slovak investors abroad. The equilibrium
balance of other investments resulted from the fact that the outflow of funds from the banking sector
(the outflow of non-resident deposits from accounts at Slovak banks exceeded the inflow of funds
resulting from a decrease in deposits on accounts abroad and the increased provision of financial
credits to foreign entities and their repayment) was offset by an inflow of funds in the corporate sector
caused by an increased drawing of financial credits and an inflow of funds in connection with the
financing of trade activities.

The foreign exchange reserves of the NBS increased month-on-month by Sk 1.4 billion, i.e. USD 0.1
billion (excluding exchange rate differentials).
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Table 14 Balance of Payments on Capital and Financial Account (Sk bhillions)

Nov. 2006 Nov. 2005 Jan. - Nov. 2006 Jan. - Nov. 2005

Capital account -0.1 -0.2 -0.9 -0.4
Direct investment 4.2 7.0 104.0 50.9
SR abroad 1.6 0.5 -8.4 4.2
of which: Equity capital abroad 2.0 -0.3 -1 2.1
Reinvested earnings -0.1 -0.1 -14 -11

In the SR 2.6 6.5 112.4 55.1
of which: Equity capital in the SR 0.7 38 50.9 17.3

of which: Other than privatisation 0.7 Sk 19.9 17.3

Reinvested earnings 0.5 4.0 285 34.0

Portfolio investment and financial derivatives 4.7 -0.8 52.4 -24.8
SR abroad -1.4 -1.6 -8.1 -25.1
In the SR 6.1 0.8 60.5 0.3
Other long-term investment 6.6 2.3 23.2 -7.2
Assets -0.5 -0.8 4.9 -1.4
Liabilities 71 3.1 18.3 0.2
Other shortterm investment -6.4 2.2 -171.0 120.0
Assets 19.1 0.4 -50.1 -14.3
Liabilities -25.5 1.8 -120.9 134.3
Capital and financial account 9.0 10.5 7.7 138.5

External Debt of Slovakia as at 30 November 2006

At the end of November 2006, Slovakia’s total gross external debt stood at USD 31.5 billion (EUR 24.0
billion), representing a month-on-month increase of USD 1.1 billion (EUR 10.5 billion). Total long-term
foreign debt grew in November by USD 1.2 billion, while total short-term foreign debt dropped by USD 0.1
billion.

Within the scope of short-term external debt, the foreign liabilities of commercial banks decreased by
USD 0.6 billion in November (a drop of USD 0.8 billion was recorded in cash and deposits), while the
foreign liabilities of entrepreneurial entities increased by USD 0.5 billion (of which the fall in trade
credits accounted for USD 0.4 billion).

Within the scope of long-term external debt, the foreign liabilities of the SR Government and the NBS
increased by USD 0.4 hillion, mainly as a result of increased demand for Sk-denominated government
bonds. In the period under review, the liabilities of entrepreneurial entities recorded an increase of

Table 15 External Debt of the SR

In millions of USD In millions of EUR
1.1.2006 31.10.2006 30.11.2006 1.1.2006 31.10.2006 30.11.2006

Total external debt of the SR~ 27,052.5  30,458.6 31,521.1 22,835.3 23,9479 23,958.4

Long-term external debt 11,850.7 15,548.6  16,744.0 10,003.3  12,225.0 12,726.7
Government and NBSY 5,578.3 7,278.2 7,696.4 4,708.7 5,722.5 5,849.9
Commercial banks 866.7 1,342.8 1,494.0 731.6 1,055.7 1,135.5
Entrepreneurial entities 5,405.7 6,927.6 7,553.6 4,563.0 5,446.8 5,741.3

Short-term external debt 15,201.8 14,910.0 14,7711 12,832.0 11,722.9 11,2317
Government and NBS 4.4 0.0 0.0 3.7 0.0 0.0
Commercial banks 9,360.4 6,036.8 5,415.1 7,901.2 4,746.4 4,115.9
Entrepreneurial entities 5,837.0 8,873.2 9,362.0 4,927.1 6,976.5 7,115.8

Foreign assets 25,455.3 26,358.5 26,868.6 21,4872 20,724.4 20,422.1

Net external debt 1,597.2 4,100.1 4,652.5 1,348.1 82285 3,5636.3

SKK/USD and SKK/EUR rates 31.948 28.629 26.972 37.848 36.412 35.486

EUR/USD cross exchange rate - - - 1.185 1.272 1.316

Gross external debt
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reserves of the NBS

USD 0.6 billion, which took place in loans. The foreign liabilities of commercial banks grew by USD 0.2
billion.

At the end of November, Slovakia’s total per-capita gross foreign debt stood at USD 5,860. The share of
shortterm foreign debt in the country’s total gross external debt decreased month-on-month by 2
percentage points, to 46.9% at the end of November 2006.

The net external debt of Slovakia, expressed as the difference between gross foreign debt, i.e. USD 31.5
billion (liabilities of the NBS and the Government, commercial banks, and the corporate sector - except
for capital participation), and foreign assets, i.e. USD 26.9 billion (foreign exchange reserves of the
NBS, foreign assets of commercial banks and the corporate sector - except for capital participation),
reached USD 4.6 billion (debtor position) at the end of November 2006.

Current Developments

The trade deficit increased in comparison with the previous month, to Sk 12.4 billion in December. A
slight deterioration in comparison with the previous month was also recorded in the current transfers
and income balances. At the same time, an improvement in the balance of transport services, coupled
with increased revenue from tourism within the balance of services, caused the current account deficit
to decrease month-on-month by Sk 1.6 billion.

December saw a slowdown in the year-on-year dynamics of exports as well as imports, when exports
grew by 18.0% and imports increased by 1.0%. The marked slowdown in the growth rate of imports was
caused by the base effect from December 2005, when imports reached an unusually high level (mainly
as a result of increased imports of raw materials and machines).

Table 16 Balance of Payments on Current Account (Sk billions)

December December Jan. - Dec. Jan. - Dec.
2006 2005 2006 2005
Balance of trade -12.4 -26.3 -92.1 -76.0
Exports 97.9 82.2 1,235.0 993.5
Imports 110.3 108.5 1,327.1 1,069.5
Balance of services 5.2 0.2 19.7 9.9
Balance of income 0.2 -17.7 -55.6 -61.3
of which: Income from investments -2.8 -19.9 -86.4 -89.3
of which: Reinvested earnings 1.4 -4.9 -23.8 -37.8
Current transfers -0.4 -0.1 -1.6 0.5
Current account in total -1.4 -43.9 -129.6 -126.9

The trade deficit recorded in December exceeded the expectations of the NBS, mainly as a result of
lower-than-expected exports.

In January, exports are expected to grow on a month-on-month basis. Owing to the lower-than-expected
level of exports in December 2006, exports in January should record a steeper increase than in previous
years. Unlike exports, imports are expected to decline somewhat on a month-on-month basis. This
decline will probably result from the fact that the expected modest increase in the imports of semi-
finished goods should be exceeded by a decrease in the imports of machines and goods for final
consumption.

Since exports are usually lower at the beginning of the year, they are expected to increase gradually in
both February and March. A marked increase is to be expected mainly in March, when exports should
reach the level of the strongest months of 2006. Imports are also expected to grow in February and
March. In addition to increased imports of semi-finished goods (as a result of growth in exports), the
imports of machines and goods for final consumption are also expected to grow.

On the whole, both exports and imports are expected to grow steadily, while the trade balance should
improve over the course of 2007.

At the end of January, the total foreign exchange reserves of the NBS stood at USD 14,004.7 million,
representing a month-on-month increase of USD 640.9 million. The increase in foreign exchange reserves
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Chart 7 Year-on-year Changes in the
Average Monthly Exchange Rates of

Chart 8 Year-on-Year Dynamics of the
NEER and REER Indices (based on

the Slovak Koruna CPI, PPI, PPl manufacturing, and
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in comparison with the end-2006 figure was caused by a surplus in the balance of receipts and expenses
(USD 829.0 million, of which interbank foreign exchange market interventions accounted for USD 654.2
million), offset by negative exchange rate differences (USD -179.1 million), which resulted from a change
in the USD/EUR cross-rate in the period under review. At the end of January, the volume of foreign
exchange reserves was 3.4 times greater than the volume of monthly imports of goods and services to
Slovakia in 2006.

The ratio of foreign exchange reserves to the amount of payments for goods and services recorded in
banking statistics, reached 4.2 times the volume of average monthly imports of goods and services to
the SR in 2006.

In January, the appreciation of the Slovak koruna slowed in comparison with the previous month. The
strongest month-on-month appreciation occurred in relation to the Swiss franc (by 2%), the euro and
the Czech koruna (by 0.9% equally).

The year-on-year appreciation of the koruna slowed in comparison with the previous month, mainly in
relation to the US dollar (from 17% to 14%), the euro (from 7.5% to 7.4%), and the British pound (from
6.6% to 4.3%). Despite this slowdown, the koruna maintained the fastest year-on-year rate of appreciation
vis-a-vis the US dollar, followed by accelerating appreciation vis-a-vis the Swiss franc (from 10.3% to
11.1%). The rate of appreciation also accelerated in relation to the Czech koruna (from 3.7% to 4.3%).

In January, the value of the nominal effective exchange rate? (NEER) followed the upward trend from
December, and appreciated on a year-on-year basis by 7.6%.

The strengthening of the Slovak koruna still contributes to the appreciation of the real effective exchange
rate (REER). In December, the REER based on the consumer price index (CPI) appreciated by 10.1%,
that based on the industrial producer price index (PPI) by 9.5%, and the rate based on the manufacturing
products price index (PPl manuf.) by 5.4%.

2 The methodology applied for calculating the nominal and effective exchange rates of the Slovak koruna (NEER and
REER) is the same one used by the IMF. The REER is calculated on the basis of the consumer price index (CPI), the
industrial producer price index (PPI), and/or the manufacturing products price index, excluding the prices of mineral
raw materials, electricity, gas, steam, and hot water (PPl manufacturing), and the index of unit labour costs (ULC). The
initial year for the calculation is 1999, and the weights selected correspond to the structure of foreign trade in 1999,
for the nine most important trading partners of Slovakia, representing roughly 70% of the total turnover of foreign
trade. These countries are Germany, the Czech Republic, Italy, Austria, France, the Netherlands, the USA, Great Britain,
and Switzerland.

Nominal effective exchange
rate of the Slovak koruna
(NEER)

Real effective exchange
rate of the Slovak koruna
(REER)
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Slower growth in industrial
production

Accelerated growth
in construction

Table 17 Year-on-Year Dynamics of the NEER and REER Indices

(change in %)

For 9 partners, NEER REER REER REER REER
based on the deflator: (CPI) (PPI) (PPI manuf.) (uLcy?
December 2002 2.1 4.1 3.6 3.4 5.5
December 2003 3.2 11.3 10.8 4.7 5.1
December 2004 4.7 8.3 4.1 4.7 5.9
December 2005 11 2.7 6.0 0.0 1.5
September 2006 1.9/0.8 48/24 6.3/4.2 0.0/0.3 2.0®
November 2006% 6.7 /4.7 9.6/71 92/72 46/29 -
December 2006Y 7.4 10.1 9.5 5.4 .
Januar 2007Y 76/ 0.9 . . . -

3.3 Real Economy

Current Developments

Production and Receipts

In December 2006, the year-on-year growth rate of industrial production slowed slightly in comparison

with November, mainly as a result of slower growth in manufacturing production. In electricity, gas, and
water supply, the year-on-year decline in production continued, though at a slower rate.

Chart 9 Development of Industrial
and Manufacturing Production

Chart 10 Development of Industrial
Production in Selected Sectors
(3-month moving averages)

(index, same period a year earlier = 100)

(3-month moving averages)
(index, same period a year earlier = 100)
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Slower growth in production than in November 2006 was recorded in the key manufacturing industries
(the production of metals and metal products, machinery and equipment, electrical and optical
equipment). Despite the slowdown, all these sectors achieved two-digit rates of year-on-year growth. On
the other hand, a marked acceleration in production was recorded in the production of transport vehicles,
which grew year-on-year by 73%.

== |P| metals and metal products

<= |PI total == |P| manufacturing «== |PI transport vehicles

The accelerated growth in construction was a result of faster growth in domestic production in new
construction, reconstruction, and modernisation projects. The marked growth can be ascribed to the
climatic conditions and the lower basis of comparison in construction from December 2005.
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Table 18 Production and Receipts

Sk millions, at c. p. Indices

Cumul. since | Dec. 2006 Nov. 2006 Dec. 2005 Jan. - Dec. 2006

Dec. 2006
e begin. of year| Dec. 2005 Nov. 2005 Dec. 2004 Jan. - Dec. 2005

Production

Industrial production index® - - 108.9 109.8 109.6 109.9
of which:
Mining and quarrying - - 90.3 101.7 99.0 90.4
Manufacturing - - 112.5 113.0 112.4 112.4
Electricity, gas, and water supply - - 92.7 90.7 98.4 97.6
Construction? 13,699 145,975 117.6 111.7 100.5 114.8
of which:
Construction in Slovakia 13,324 141,250 118.1 110.4 100.9 116.0
Construction abroad 8i's 4,725 OGS 150.5 90.0 87.8
Receipts from own-output and goods
Industry in total® 153,926 1,843,136 109.1 114.2 110.9 114.0
Construction? 21,975 224,527 106.6 104.4 113.7 113.2
Retail trade® 43,434 423,271 105.8 107.4 106.3 108.3
Sale and maintenance of vehicles,
retail sale of fuels® 17,102 189,697 115.8 1211 99.1 113.9
Transport, storage® 11,933 142,862 99.3 109.0 114.2 111.6
Real estate, renting, and business
services® 20,298 180,756 105.3 105.7 113.4 110.9

The slower growth in retail sales receipts was mainly Slower growth in receipts
due to a slowdown in retail trade in foodstuffs, in most service sectors
beverages, and tobacco in specialised and non-

specialised shops, retail trade in pharmaceuticals and

cosmetics, and retail trade outside shops. Faster growth

than in November was recorded in other retail sales in

Chart 11 Receipts from Retail Sales
and the Sale of Motor Vehicles and

Fuels (3-month moving averages)
(index, same period a year earlier = 100)

2004 2005 2006
07 non-specialised shops and other specialised retail trade.
The relatively slower growth in receipts from the sale
16 and maintenance of motor vehicles and the retail sale
of fuels in comparison with November 2006 was mainly
el a result of slower growth in receipts from the sale of

motor vehicles, despite a slight acceleration in the rate
of growth in receipts from the sale of fuels.

o The somewhat slower year-on-year growth in receipts
from services related to real estate, renting, and other
1044/ business services in December 2006 (compared with
November) was mainly a result of a year-on-year decline
in receipts from computer and related activities.

100

Wages, Employment, and Unemployment

= Retail sales
«== Sale of motor vehicles and fuels

In December, the year-on-year rate of nominal wage Nominal wages
_ growth accelerated in comparison with November most

significantly in wholesale trade, post and
telecommunications, and real estate services. On the other hand, slower wage growth was recorded in

transport and storage, construction, and retail trade. In industry, nominal wages grew at the same rate
as in the previous month.
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Real wages

Employment

Unemployment

Over the twelve months of 2006, average nominal wages grew at a slower rate than in the same period
a year earlier, in most sectors. The only sectors to record stronger wage dynamics than a year earlier
were the sale and maintenance of vehicles and retail trade.

December saw slower year-on-year growth in real wages compared with the previous month in transport,
storage, and construction. In other sectors, real wages grew at a faster rate in December, compared
with November.

The average rate of real wage growth over the twelve months of 2006 was slower than in the same
period a year earlier, in most sectors under review. The slowdown in the year-on-year rate of real wage
growth was a result of higher year-on-year inflation, coupled with weaker nominal wage dynamics
compared with the same period a year earlier. Accelerating year-on-year growth was recorded in real
wages in the sale and maintenance of vehicles and retail trade.

Table 19 Wage Developments in Selected Sectors

(index, same period a year earlier = 100)

Average monthly Average monthly

nominal wage real wage

Dec. Jan. - Dec. Dec. Jan. - Dec.
2006 2005 \ 2006 2006 2005 \ 2006
Industry 104.8 107.2  105.8 100.6 104.4 101.2
of which: Manufacturing 104.7 107.5 105.7 100.5 104.7 1011
Construction 102.0 106.0 105.0 97.9 103.2 100.5
Retail trade 114.2 107.8 110.7 109.6 105.0 105.9
Wholesale trade 106.3 111.4 106.4 102.0 108.5 101.8
Sale and maintenance of vehicles  112.8 101.3 109.9 108.3 98.6 105.2

Real estate, renting, and other

business services 113.2 112.0 109.5 108.6 109.1 104.8
Transport 105.9 107.3 1071 101.6 104.5 1025
Post and telecom. 110.8 107.1  106.5 106.3 103.3 101.9

Consumer prices 104.2 102.7 104.5 - - -

Employment continued to grow year-on-year in December, in most of the sectors under review. Compared
with the previous month, employment grew more dynamically in the real estate business, construction,
and wholesale trade. Slower wage growth was recorded in hotels and restaurants, retail trade, transport,
and the sale and maintenance of vehicles. Employment continued to fall in industry, post and
telecommunications.

Compared with December 2005, employment grew at a faster rate in wholesale trade, construction,
transport and storage. The other sectors recorded a slowdown in the rate of employment growth, while
employment in industry followed the opposite trend, characterised by a shift from employment growth
last year to decline this year. Over the twelve months of the year, employment grew most dynamically in
average terms in construction, wholesale trade, hotels and restaurants, the sale and maintenance of
vehicles, and retail trade.

December saw an increase in unemployment in comparison with November. According to data from
the Centre for Labour, Social, and Family Matters, the total number of unemployed increased month-
on-month by 4,600, to 273,400 in December. The number of disposable unemployed, who may start
working immediately, accounted for 240,600, which was almost 7,200 more than in November. The
rate of registered unemployment stood at 9.4% in December, representing a month-on-month rise of
0.3 of a percentage point. Compared with December 2005, the unemployment rate dropped by 2
percentage points.

In December, the average length of registration remained unchanged, at 10.8 months (representing a
decrease of 1.1 months compared with December 2005). Compared with November, the share of long-
term unemployed (out of work for more than 12 months) decreased by 1 percentage point, to 53% in
December (compared with 51.2% in December 2005).
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Chart 12 Registered Unemployment Chart 13 Consumer Confidence
Rate (%) Indicator
10
17.0 2004 2005 2006
5
16.0- 0
-5
15.0
-104
14.0 4 -154
-20 1 I.\/
13.0 1
25 L
12.0 -30 A
-35 4
11.0 A
-40
10.0 1 T T T T T T T
2000 2001 2002 2003 2004 2005 2006
=== Qverall indicator of consumer confidence

== | ong-term average of the indicator -~ Annual average

Consumer Confidence Indicator

In January, the consumer confidence indicator further improved in comparison with the previous month, Further improvement in
to 6.8 points (1.0 point more than in December), representing a new historical high. Compared with consumer confidence
December, improvements were recorded in the indicators of expected economic development and

expected unemployment in the SR, as well as in the expected savings of households. At the same time,

a slight deterioration was recorded in the indicator of households’ expected financial situation. Compared

with the same period last year, the consumer confidence indicator has improved by 21.6 points.
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Operations on the foreign
exchange market

Interbank foreign exchange
market

4 Monetary Developments
4.1 Foreign Exchange Market

Over the course of January, the exchange rate of the Slovak koruna against the euro weakened by 2%
(from SKK/EUR 34.573 to SKK/EUR 35.279), while the average rate appreciated by 0.9%. The Slovak
koruna deviated from its central rate (SKK/EUR 38.4550) most significantly on 4 January 2007, when
its exchange rate was fixed at SKK/EUR 34.321, representing an appreciation of 10.75% from central
parity. In relation to the US dollar, the koruna weakened by 3.6% (from SKK/USD 26.246 to SKK/
USD 27.195), while depreciating in average terms by 0.7%.

Spot transactions between foreign and domestic banks resulted in a positive balance (USD 697.79
million), i.e. foreign banks purchased mostly foreign currency and sold Slovak koruna.

The National Bank of Slovakia conducted no foreign exchange interventions in January.

Table 20 Changes in the SKK/EUR and SKK/USD Exchange Rates

Month-on-month [ Jan. 2007

change [0 Jan. 2006
SKK/EUR 2.0 -1.4
SKK/USD 3.6 -14.0

The volume of trading on the interbank foreign exchange market totalled USD 80,709.1 million,
representing an increase of 26.3% compared with the figure for December (USD 63,880.3 million). Of
the total trading volume, 83.7% took place in swap transactions, which were conducted mostly in USD
(96.7%). Spot transactions accounted for 15.8% of the total turnover (97.6% of the deals were in EUR).
The average daily turnover on the spot market reached USD 603.89 million and the average volume
per transaction amounted to USD 2.35 million.

The total volume of transactions between domestic commercial banks decreased, from USD 9,159.7
million in December to USD 8,907.7 million in January. Most trading took place in USD (68.5%, compared
with 69.9% in December), followed by EUR (31.1%, compared with 29.5% in December) and other
currencies (0.4% of the total turnover between domestic commercial banks).

Transactions between domestic banks accounted for
11.8% of the total volume traded on the interbank
foreign exchange market (compared with 14.3% in the
previous month). Of the total volume of transactions
between domestic banks, swap operations accounted
for 73.8% (84.2% in December) and spot transactions 2004 2005 -,

Chart 14 Transactions on the
Interbank Foreign Exchange Market

(USD millions)

26.2% (15.8% in December). o0

7004 2.9
The volume of trading between domestic and foreign
banks increased by 30%, from USD 54,720.6 million 600+ 21
to USD 71,156.8 million. The largest amount was again 500 )5
traded in USD (82.8%, compared with 85.5% in
December), followed by EUR (17%, compared with 14% 4001 23
in December), and other currencies (0.2%). Trading
between domestic and foreign banks still dominated 300+ 2
the country’s foreign exchange market (with a share of 200 Lo
88.2%).

100+ 17
Trading between domestic and foreign banks also took
place predominantly in the form of swap operations 0- e
(84.9%, compared with 88.5% in December), while spot B Average daily turnover
transactions accounted for 14.5% (10.5% in December). = Average volume of a transaction (right-hand scale)

The share of forward dealings on the foreign exchange
market was negligible. Option contracts accounted for _

0.3% of the volume traded with foreign banks.
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At the end of December, the Slovak-koruna deposits of non-resident banks amounted to Sk 53.7 billion,
representing a decline of Sk 17.5 billion month-on-month and Sk 24.4 billion year-on-year.

Compared with December, the government securities holdings of non-residents decreased by Sk 23.0
billion in January. This was mainly due to the repayment of 2 government-bond issues (3-year and
5-year issue nos. 200 and 166, in a total amount of Sk 47.0 billion, of which non-residents accounted
for Sk 15.8 billion) and a decrease in 10-year government bonds (issue nos. 144 and 188, maturing in
2011 and 2013, in a total amount of Sk 11.5 billion). This decrease was partly offset by investments by
non-residents in new 7-year and 15-year government bonds (issue nos. 205/1 and 204/R, in a total
amount of Sk 4.7 billion). The share of non-residents in the total amount of issued government bonds
decreased in January (from 24.7% in December), and fluctuated between 18.8% and 20.7%. The Agency
for Debt and Liquidity Management (ARDAL) held no Treasury-bill auctions in January, and no Treasury
bills were possessed by non-residents.

Table 21 Koruna Assets/Liabilities and Government Securities Held by Non-Residents

(Sk billions)

2005 2006
31.12. | 31.7. 31.8. 30.9. 31.10. 30.11. 31.12.
Koruna assets, banks 7.9 12.8 14.0 12.7 14.9 10.6
Koruna liabilities 85.0 60.1 87.8 84.1 76.2 78.7
of which: banks 78.1 52.6 80.3 75.7 68.3 71.2
non-bank clients 6.9 7.5 7.4 8.5 7.9 7.5 .
Government securities 84.0 79.7 90.3 91.0 86.5 89.1 86.4
of which: government bonds 83.9 79.7 90.3 91.0 86.5 89.1 86.4
SR Treasury bills 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Total 169.0 139.8 1781 1751 162.8 167.8

Of the central banks under review, only the BoE changed its key interest rates in January, by an
unexpected 0.25 of a percentage point upwards (to 5.25%). The other banks (including the NBS) left
their key rates unchanged: the CNB at 2.50%, the ECB at 3.50%, the NBP at 4.00%, the Fed at 5.25%,
the MNB at 8.00%, and the NBS at 4.75%.

Up to now, two central banks have approved their key rates for February: the ECB and the BoE (on
February 8). Thus, the current interest rate differentials
between the NBS and selected central banks have
remained unchanged in comparison with the previous
month: i.e. positive vis-a-vis the key rates of the NBP,
Central Banks, t!'e ECB, and the I.=ed ECB,and CNB (+0.75 /+1.25/+2.25 percentage points)

WU L ER DO R gnd negative in relation to the BoE, Fed, and MNB

(-0.50 /-0.50 /-3.25 percentage points).

Chart 15 Differentials Between the
Key Rates of Selected European

2005 2006 2007

4.2 Money Market and Monetary Policy
Implementation

2.0 _/-/-/
10 P‘J/\/V\ Trading on the interbank money market in January 2007
00 \ JJ was influenced by the continuing appreciation of the

N Slovak koruna and the effort of the National Bank of
Slovakia to dampen this tendency through monetary
policy operations in the Slovak koruna. With the
exception of the last sterilisation repo tender, the Bank
Board of the NBS restricted bidding at all four tenders
in order to stop the appreciation of the domestic
currency. At the same time, the Bank cancelled a
projected auction in three-month Treasury bills in which
the banking sector had shown increased interest. The
resulting surplus pushed the price of free funds
downwards and thus reduced the attractiveness of
investment in the Slovak koruna. This development gave

_ rise to growing expectations in the banking sector of a

Interbank market rates
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Liquidity

possible change in the key NBS rates at the last January
meeting of the Bank Board. These expectations were
also reflected in the level of money market rates.

Chart 16 BRIBOR
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In the second half of the month, the situation on the E— W — ow
money market, as well as the expectations, changed —_— 1M — 2M — 3M
after the appreciating trend in the Slovak koruna had T Criisation NES rate - Refinancing NES rate
come to a halt. The NBS also contributed to this by

moderating the pressure exerted through standard _
sterilisation tenders. The increase in the volume

accepted and the change in the situation on the foreign exchange market moderated the expectations
regarding a fall on the part of the banking sector.

The multiple reductions in the amounts accepted at tenders and the non-renewal of a due NBS-bill
auction, caused a marked increase in the surplus of free funds in the sector. Banks utilised these free
two-week and three-month funds as overnights deposits with the NBS. Such deposits were made
throughout the month and their actual volume varied depending on the amount accepted at tenders.
In the middle of the month, the value of overnight deposits exceeded Sk 50 billion. Subsequently, after
the amount accepted at tenders had been slightly increased, the volume of deposits decreased. This
fact markedly affected the overall structure of monetary-policy operations. Compared with the previous
month, the share of the main instrument, i.e. standard tenders, decreased to 78.8%. On the other
hand, the share of overnight deposits reached its highest level since March 2005 (8.6%).

In addition to a preference for overnight deposits with the NBS, the liquidity surplus led to a fall in
overnight rates on the market and the widening of the spreads between their buying and selling values.

Chart 17 Comparison of the Yield Chart 18 Developments in 3-Month
Curve at the Beginning and End of FRA Rates
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Some of the banks also used this method for quoting seven-day and fourteen-day deposits with the aim
of restricting the room for speculative transactions on the part of other banks.

The non-acceptance in full of bids at standard tenders forced banks to increase their activities on the Developments in trading
interbank market. This led to an increase in the overall money market turnover. A marked increase volumes

occurred in swap contracts, which are mostly preferred by foreign investors. However, the largest increase

in turnover took place in the derivatives market, i.e. forward rate agreements (FRAs) and interest rate

swaps (IRSs), which were traded intensely owing to the expected changes in the key rates.

Table 22 Interbank Transactions (Sk billions)
Deposits Repos Swaps FRAs IRSs

December 2006 611,257 42,001 823,597 19,100 6,993

January 2007 672,019 19,799 1,017,281 42,000 34,139

Table 23 Tenders in January 2007

Date Type of Maturity Volume accepted Rates (%)
tender? (days) (Sk millions) minimum average maximum
3.1.2007 SRT 14 133,200 4.70 4.75 4.75
10.1.2007 SRT 14 80,000 4.45 4.68 4.70
17.1.2007 SRT 14 150,000 4.09 4.37 4.49
24.1.2007 SRT 14 100,000 3.84 3.97 4.00
31.1.2007 SRT 14 168,585 3.64 3.94 4.24

For January 2007, the amount of required minimum reserves in the banking sector was set at Sk 21.62 Reserve requirements
billion. By the end of the month, the reserve requirement had actually been fulfilled to 100.18%.

4.3 Customer Interest Rates in December 2006
The average interest rate on new loans to non-financial corporations slightly increased over the course Customer interest rates
December. The opposite trend was recorded in rates for new loans to households. Interest rates on new

deposits remained unchanged, for both households and non-financial corporations.

The average interest rate on new loans to non-financial corporations rose slightly in December. This Average interest rates
was mostly due to an increase in the price of loans with a floating rate and an initial rate fixation (IRF) on new loans

Table 24 Average Interest Rates on New Loans to Non-Financial Corporations

Interest rate in % Change in December in % points
Dec. Nov. Dec. year-on- month-on-
2005 2006 2006 -year -month
Floating rate + IRFY of up
to and including 1 year 4.79 6.25 6.35 1.56 0.10
IRF of over 1 and up to
5 years inclusive 4.46 6.73 6.46 2.00 -0.27
IRF of over 5 and up
to 10 years inclusive 6.12 6.51 6.66 0.54 0.15
IRF of over 10 years 4.20 794 5.83 1.63 -2.11
Loans of up to EUR 1 million 5.20 6.31 6.40 1.20 0.09
Loans of over EUR 1 million 4.28 5.29 5.79 1.51 0.50
Total 4.81 6.26 6.5 1.54 0.09
Total, excl. current account
overdrafts and credit cards 4.53 552 5.90 1.37 0.38
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Average interest rates on
new deposits

of up to 1 year, due to their large share in the total volume of loans. Interest levels also rose for loans
with and IRF of over 5 and up to 10 years. On the other hand, marked drops occurred in interest rates
on loans with an IRF of over 10 years and loans with an IRF of over 1 and up to 5 years.

Regarding the structure of loans by purpose, interest rates dropped most significantly on investment
loans (by 0.40 of a percentage point) and other loans (by 0.25 of a point). On the other hand, lending
rates increased for operating loans (by 0.24 of a percentage point) and house purchase loans (by 0.17
of a point). Rates for current account overdrafts and credit cards were stagnant.

November and December saw marked increases in the volumes of new operating loans, investment
loans, and house purchase loans. Such loans were provided during the year in an average amount of
Sk 8 billion per month, and their total volume reached Sk 22 billion in December. This is probably
connected with the new investment operations of entrepreneurial entities.

The average interest rate on loans to households fell slightly in December, when the rates dropped for
current account overdrafts, credit cards, and consumer loans. The most significant drops took place in
rates for consumer loans, mainly in the rate for non-specific consumer loans. The opposite trend was
recorded in the prices of house purchase loans and other loans. After stagnating last month, interest
rates on house purchase loans again increased slightly, mainly as a result of a rise in rates for mortgage
loans and other real estate loans. On the other hand, lending rates fell somewhat for home savings
bank loans.

Table 25 Average Interest Rates on New Loans to Households

Interest rate in % Change in December in % points
Dec. Nov. Dec. year-on- month-on-
2005 2006 2006 -year -month
Current account overdrafts
(including credit cards) 10.93 14.26 14.12 3.19 -0.14
Consumer loans 11.89 13.95 13.65 1.76 -0.30
House purchase loans 5,82 6.69 6.76 1.44 0.07
of which: mortgage loans 4.91 6.34 6.43 1.52 0.09
Other loans 10.38 7.38 7.46 -2.92 0.08
Total 9.73 12.82 12.58 2.85 -0.24
Total, excl. current account
overdrafts and credit cards 7.38 8.90 8.39 1.02 -0.51

Looking at the breakdown of loans by interest rate
fixation, marked drops occurred in the prices of loans
with a floating rate and an IRF of up to 1 year and loans
with an IRF of over 1 and up to 5 years. A modest
increase was recorded in the price of loans with an IRF 16.0-
of over 10 years.

Chart 19 Interest Rates on Loans to

Households by Type (%)
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Table 26 Average Interest Rates on New Deposits from Non-Financial Corporations

Interest rate in % Change in December in % points
Dec. Nov. Dec. year-on- month-on-
2005 2006 2006 -year -month
Deposits repayable on demand 0.64 1.30 1.30 0.65 0.00
Deposits with an agreed maturity
- of up to 1 year 21555 4.34 4.39 1.84 0.05
- of over 1 and up to 2 years - 4.38 3.06 - -1.32
- of over 2 years 0.66 242 2.62 1.96 0.20
Deposits redeemable at notice
- up to 3 months 1.44 2.23 2.14 0.70 -0.09
- over 3 months 1.12 2.83 1.20 0.08 -1.63
Total 1.40 2.69 2.70 1.29 0.01

Table 27 Average Interest Rates on New Deposits from Households

Interest rate in % Change in December in % points
Dec. Nov. Dec. year-on- month-on-
2005 2006 2006 -year -month
Deposits repayable on demand 0.41 0.50 0.50 0.09 0.00
Deposits with an agreed maturity
- of up to 1 year 1.90 3.83 3.92 2.02 0.09
- of over 1 and up to 2 years - 3.99 3.98 - -0.01
- of over 2 years 1.79 3.74 3.61 1.82 -0.13
Deposits redeemable at notice
- up to 3 months 0.96 1.54 1.54 0.58 0.00
- over 3 months 1.10 1.93 1.97 0.87 0.04
Total 0.71 1.13 1.18 0.47 0.05

The last two months of 2006 saw a marked increase in
the volume of new deposits from non-financial
corporations. During this period, these deposits
increased by approximately Sk 34 billion. Similar

Chart 20 Real Interest Rates on

Household Deposits (%)
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Loans to Households for House Purchases and Their Prices

In 2006, the banking sector provided loans to households for house purchases in a total amount
of almost Sk 50 billion, which was approximately Sk 7 billion more than in 2005. House purchase
loans accounted for almost 17.5% of the total volume of loans provided (excluding current account
overdrafts and credit cards, which are reported as quantity indicators, house purchase loans
accounted for approximately 43% of the total loans), while this share decreased in comparison
with 2005 by 4 percentage points. An analysis of the quarterly volumes of provided loans confirms
that there was a strong demand for house purchase loans in the second quarter in particular,
which gradually slowed in the following quarters. This is probably connected with the seasonal
nature of construction and the housing market, and with the gradual increase in loan prices.

Lending for house purchases in the period under review was dominated by loans with a floating
rate and an initial rate fixation (IRF) of up to 1 year (43.8%) and loans with an IRF of over 1 year
and up to 5 years (34.5%). Loans with an IRF of over 5 and up to 10 years accounted for 18.1%
and loans with an IRF of over 10 years for 3.6%. In comparison with 2005, the most significant
change occurred in loans with an IRF of over 1 and up to 5 years, whose proportion markedly
increased (by approximately 22 percentage points). During 2006, the NBS increased its key
interest rates by 1.75 percentage points in cumulative terms, which was connected with the
rise in the price of house purchase loans. As a result, households began to increasingly use the
possibility of interest rate fixation for a period of over 1 year. The breakdown of loans by interest
rate fixation shows that most mortgage loans are still provided with a floating rate and an IRF of
up to 1 year (approximately 62%). Other loans for house purchases are dominated by loans with
an IRF of over 1 and up to 5 years (46%). Home savings bank loans are available at rates fixed
for a longer period, which stems from the character of home savings.

Chart A Loans to Households for Chart B Breakdown of Loans by

Interest Rate Fixation

House Purchases in the Individual
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In 2006, the structure of loans by type was dominated by other loans for house purchases with
a share of approximately 41% (an increase of 11 percentage points compared with 2005), followed
by mortgage loans with a share of almost 34% (a decrease of 11 points) and home savings
bank loans (with a virtually unchanged share, at the level of 25%).

The relatively large volume of loans provided to households for house purchases led to growth
in the volume of house purchase loans. From end-December 2005 to end-December 2006, the
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volume of household loans increased by Sk 38 billion (2005 saw an increase of Sk 31 billion).
This development was mostly affected by the growth of other loans for house purchases (by Sk
18 billion) and mortgage loans (by Sk 14 billion). Loans from home savings banks grew in volume
by approximately Sk 6 billion. The year-on-year growth rate of house purchase loans reached the
highest figure in the first half of the year (approximately 41%), which was followed by a slowdown
in the next period, to 34% in December 2006.

Chart D Absolute Year-on-Year

Chart C Developments in House

Purchase Loans in Slovak Koruna
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The increased provision of loans to households
for house purchases and the growing

Chart E Non-Performing House

Purchase Loans in the Household indebtedness of households were also reflected

Sector (Sk billions) in the increasing volume of non-performing®
house purchase loans. Within the structure of

351 loans by type, the most significant increases
took place in non-performing intermediate

&g loans, followed by mortgage loans, and other

- house purchase loans. At the end of 2006, the
share of bad loans reached approximately 2.0%

204 of the total volume of house purchase loans,
which represents an increase of 0.4 of a

1.5 percentage point? in comparison with January
2006.
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05 The rate of growth in house purchase loans
accelerated somewhat over the first few months
of 2006, which was followed by a moderate

0.
D G UF G WD M Iy 6 & E5 O B slowdown in the second half of the year. In

M Intermediate loans addition to seasonal factors, this development
W Mortgage loans q .

m Other house purchase loans was probab_ly influenced by the level of interest
m Building loans rates, which followed an upward trend

throughout 20086. In the first half of the year,
_ however, interest levels rose only slowly and still

1 Non-performing loans are defined in the NBS Decree No. 7/2005 on the classification of assets and liabilities
of banks and branches of foreign banks as receivables where a more than 50% depreciation is identified by
the bank or where repayment by the debtor is more than 90 days overdue.

2 Comparison with the previous year is not possible, owing to a change in the methodology applied for the
classification and reporting of bad loans.
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had a stimulating effect. In the following period, the changes in the key NBS rates had a more
intense effect, which probably also contributed to the fall in demand for loan products for house
purchases. In December 2006, the price of house purchase loans reached 6.8%, which
represented a year-on-year increase of 1.4 percentage points. Within the scope of house purchase
loans, interest rates increased markedly on other loans for house purchases (by 1.7 percentage
points) and mortgage loans (by 1.5 points). The rate for intermediate loans also increased (by
0.6 of a percentage point), while that for building loans recorded a modest fall (0.2 of a point).

Chart F Interest Rates on House Chart G Interest Rates on House
Purchase Loans and the Basic NBS Purchase Loans by Type
Rate (%)
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Annexes

1 Capital Market

1.1 Primary Market

The Agency for Debt and Liquidity Management (ARDAL) held in January 2007 two auctions in
government securities (with residual maturities of 5 and 12 years). At these auctions, government
bonds were placed on the primary market in the amount of Sk 16.8 billion, representing 79.0% of the
total demand (Sk 21.3 billion). Increased bids were made by investors at the first auction (Sk 14.8
billion), where bonds were offered with shorter maturities and there was an inflow of funds from two
maturing issues in the amount of Sk 47.0 billion.

Chart 21 Government Bond No. 205 Chart 22 Government Bond No. 204
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Chart 23 Shift in the Benchmark 1.2 Secondary Market
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Exchange (BCPB) reached Sk 78.0 billion in January (in
AL 852 transactions), representing a month-on-month
decline of 27.0%. Price-setting transactions accounted
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Non-resident investors accounted for 47.16% of the total
volume traded in January, of which 40.03% were
composed of purchases and 52.28% of sales.
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the total volume traded on the BCPB floor in January).
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SDXGroup indices

Table 28 Values of SDXGroup Indices at the End of January 2007

Sector SDXGroup indices Yield to Duration

Price Performance maturity (in %) (in years)
Public 103.9 118.9 4.242 5.106
SDXG sub-index (<=5) 102.0 115.8 4125 2.178
SDXG sub-index (>5) 105.9 122.3 4.265 6.943
Private (corporate + mortgage bonds) 99.1 118.2 4.793 3.373
SDXG sub-index (<=5) 98.3 118.3 5.130 1.512
SDXG sub-index (>5) 103.1 118.0 4.695 5.259

The market capitalisation of bonds as at the last trading
day of January amounted to Sk 398.5 billion,
representing a month-on-month decrease of 7.1%. The
capitalisation of quoted bonds had increased since the
end of December by 7.5%, to Sk 378.2 billion.

Chart 24 Bond Transactions on the

BCPB (Sk billions)
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The SAX index closed the month at 413.75 points,
representing a fall of 0.5% month-on-month and 0.4%
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Table 29 Weights of Basic SAX Index Components (end-of-month figures, in %)

Weights in % Change in January 2007
2006 p. b.

Spolognost Aug. Sep. Oct. Nov. Dec. : MoM YoY
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2 Monetary Developments in the Euro Area

At its meeting on 11 January 2007, the Governing Council of the European Central Bank (ECB) decided
to leave its key interest rates unchanged. The rate for refinancing operations remained at 3.50%, that
for overnight loans at 4.50%, and the rate for overnight deposits at 2.50%.

2.1 Exchange Rate Developments

At the beginning of January, the exchange rate of the
single European currency against the US dollar hovered
around the level of USD/EUR 1.32.

The exchange rate of the dollar against the euro followed
an appreciating trend over the first ten days of the
month, which came to a halt in the subsequent period
and thus the exchange rate fluctuated within a narrow
band until the end of the month, around the level of
USD/EUR 1.29. This was mainly attributable to positive
macroeconomic news from the USA, coupled with signs
of ‘soft landing’ in the US economy without marked
recession in 2007. This development was also
supported by the ECB’s decision to leave its key rates
for the euro area unchanged. The exchange rate of the
euro against the dollar reached USD/EUR 1.30 at the
end of the month.

During January, the euro depreciated somewhat in
relation to the US dollar, by 2.38% on a month-on-month
basis.

2.2 Real Economy

According to a ‘flash’ Eurostat estimate, the euro area
economy grew over the fourth quarter of 2006 by 0.9%
compared with the previous quarter, and expanded in
comparison with the same quarter of 2005 by 3.3%. In
the third quarter of 2006, euro area GDP grew by 0.5%.

The 12-month inflation rate in the euro area, expressed
in terms of the Harmonised Index of Consumer Prices
(HICP), remained unchanged in December, at the level
of the previous month (1.9%). The strongest year-on-
year dynamics were recorded in consumer prices in
Greece (3.2%), Slovenia (3.0%)3, and Spain (2.7%). The
steepest year-on-year increases took place in prices for
dwelling (3.6%), education (3.5%), and alcohol and
tobacco products (3.1%). Price levels in telecom-
munications dropped by 2.3%. In the same period a
year earlier, consumer prices in the euro area rose by
2.2%. Eurostat foresees a year-on-year inflation rate of
1.9% in January 2007.

In December, industrial producer prices increased year-
on-year by 4.1%, while remaining unchanged on a
month-on-month basis.

Retail sales grew year-on-year by 2.1% and month-on-
month by 0.3% in December.
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The unemployment rate (seasonally adjusted) dropped to 7.5% in December, from 7.6% in the previous
month. The lowest unemployment rates were recorded in the Netherlands (3.6%), Ireland (4.3%), and

3 Slovenia is included in the calculation of the euro-area inflation rate with effect from January 2007.
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Austria (4.6%). The highest unemployment rates within the euro area were recorded in Greece (8.7% in
the third quarter of 2006), France and Spain (8.5% equally). In the same period a year earlier, the
unemployment rate in the euro area stood at 8.4%.

According to the first Eurostat estimate, foreign trade in the euro area (EA12)* resulted in a surplus of
EUR 3.1 billion in November, compared with a deficit of EUR 2.0 billion in the same period a year
earlier. Compared with the previous month, euro-area exports (seasonally adjusted) grew in volume by
1.7%, while imports declined by 0.1% in November.

4 According to the Eurostat guidelines on the release of data after EU and/or euro-area enlargement, the time series of
overall data that are commented on in Eurostat press releases refer to the official composition of these groupings at
the time when the given data are available.
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3 Methodological Notes to Selected Indicators
3.4 Monetary Statistics
3.1.1 Statistics of Monetary Aggregates (ECB Methodology)

The methodology of the ECB is implemented on the basis of data from harmonised statements of
monetary and banking statistics, which were introduced by the NBS in 2003. According to ECB
methodology, monetary aggregates were calculated in 2003 and 2004 on the basis of a harmonised
balance from the 'M (NBS) 1-12 - Statistical Balance' monthly statement, from which the NBS compiles
aggregated and consolidated balances for the 'monetary financial institutions' (MFI) sector. In 2003,
as in the national methodology, the MFI sector was composed of the National Bank of Slovakia,
commercial banks with a registered office in the SR, home savings banks, and the local branches of
foreign banks. With effect from January 2004, in accordance with the ECB methodology, the MFI sector
was extended to include money market investment funds, which are now required to report to the NBS
on a monthly basis (the list of all MFIs monitored by the NBS is regularly updated on the website of the
National Bank of Slovakia)®.

From the monthly statistical balances of resident MFls, an aggregated balance sheet is compiled, as

a summary of statistical balances of MFlIs for assets and liabilities in all currencies. Then, a consolidated

balance sheet is compiled from the aggregated balance sheet of MFls, through the compensation

(netting) of positions between the MFIs, as a basis for the calculation of monetary aggregates and the

main counterparts of the M3 aggregate. During consolidation, the mutual relations of MFls are excluded

from the aggregated balance sheet as follows:

* liabilities arising from issued debt securities are reduced by debt securities issued by MFls in the
holdings of MFls;

* deposits and loans received from MFIs are reduced by receivables from MFls;

* liabilities arising from issued equity securities are reduced by MFI shares and other equities held by
MFls.

Table 30 Calculation of Monetary Aggregates According to NBS and ECB Methodologies

Methodology of the NBS Methodology of the ECB

(the items are included in the individual sub-aggregates in
both Slovak koruna and foreign currency)

CURRENCY OUTSIDE BANKS [MO] currency in circulation [MO]
+ +
DEMAND DEPOSITS (in SKK) overnight deposits and received loans
= Money (M1 - ‘narrow money’) = M1 (‘narrow money’)
TIME DEPOSITS (all maturities, in SKK) + deposits and received loans with an agreed maturity
of up to 2 years
AF + deposits and received loans redeemable at a period

of notice of up to 3 months

FOREIGN CURRENCY DEPOSITS M2 (‘intermediate money’)

= QUASI-MONEY [QM - 'quasi money'] + repurchase operations

money market fund shares/units

debt securities with a maturity of up to 2 years,
and other money market products

+ +

M2 MONEY MARKET (=M1+QM) M3 MONETARY AGGREGATE ('broad money')

The main differences between the individual methodologies are as follows:
e in the definition of monetary financial institutions:
o the ECB methodology uses an extended file of monetary financial institutions (MFIs), which
includes the NBS, commercial banks, and money market funds - the deposits of money market

5 The actual list of monetary financial institutions (MFIs) and detailed methodological information on harmonised
monetary and banking statistics are available on the website of the National Bank of Slovakia (http:;//www.nbs.sk), in
the 'Harmonised Monetary and Banking Statistics' section, within the 'Banking Sector in the SR' menu.

38



Monetary Survey 1/2007 NARODNA BANKA SLOVENSKA

funds (MMFs) in commercial banks are treated in this sense as interbank operations and are
not directly included in the monetary aggregates;

o the NBS methodology includes only NBS and commercial bank liabilities in the monetary
aggregates - hence the deposits of money market funds (MMFs) in commercial banks appear in
the balance sheets of commercial banks as customer deposits of financial institutions and are
directly included in the M2 money supply;

* in the nature and liquidity of the resources:

o the ECB methodology monitors liquidity through the broader M3 aggregate, which also includes
repo operations, the unit certificates of open-end money market investment funds, and debt
securities, which represent, in terms of liquidity and profitability, a substitute for bank deposits
(with regard to maturity, ECB liabilities with a maturity of over 2 years are not included in the
monetary aggregates);

o the NBS methodology monitors the money supply measured in terms of the M2 aggregate,
which is composed of currency in circulation and bank deposits irrespective of the time of maturity;

¢ in the definitions of deposits and loans:

o the ECB methodology extends the definition of deposits to include also subordinated debt in the
form of deposits, liabilities arising from repo operations, and non-negotiable securities issued
by banks and held by clients (in the case of loans, they also include non-marketable securities
issued by clients and held by banks, subordinated debt in the form of loans, receivables in
respect of repo operations, and tradable loans);

o the NBS methodology uses a so-called 'narrow definition' for both loans and deposits, i.e. they
only correspond to the amount of funds recorded by MFIs as loans (including classified loans)
and deposits;

* in the structure of monetary aggregates by sector:

o the ECB methodology (with the deposits of MMFs being deducted from customer deposits)
covers the above sectors, as well as the deposits of local government (5.1313) and social
insurance funds (S.1314)5;

o the NBS methodology includes deposits in the M2 money supply from the following economic
sectors:

- non-financial corporations (S.11);

- financial corporations (S.123 and S.124) - including MMF deposits;
- insurance companies and pension funds (S.125);

- non-profit institutions mainly serving households (S.15);

- households (S.14 - sole traders);

- households (S.14 - accounts of citizens).

* in respect of the residence of economic entities:
o the ECB methodology exclusively takes into account the funds of residents (in Slovak koruna as
well as foreign currency);
o the NBS methodology also monitors the koruna deposits of non-residents as part of the monetary
aggregates;

* in respect of accrued assets and liabilities:
o in the ECB methodology, accrued assets and liabilities are excluded from the monetary
aggregates;
o in the NBS methodology, accrued assets and liabilities are included in the deposit and loan
accounts of clients;

e in respect of the seasonal adjustment of time series:
o unlike the ECB methodology, the NBS methodology uses seasonally unadjusted data’.

3.1.2 Statistics of Monetary Aggregates (NBS methodology - Monetary Survey)
In 2005, the National Bank of Slovakia completed the harmonisation process in developing a

methodology for monitoring and recording monetary aggregates according to the methodology of the
European Central Bank (ECB). Over a temporary period in 2005, the NBS used both the national

6 In the methodology of the NBS, the M2 money supply excludes public sector deposits, which are monitored separately
as part of net credit to the general government.

7 In the conditions of the NBS, the recording of seasonally adjusted data according to ECB methodology is currently in
the stage of preparation.
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methodology and that of the ECB in evaluating the development of monetary aggregates, while placing
greater emphasis on ECB methodology in relation to the M3 aggregate and its counterparts.

As from February, i.e. the expiration of the one-year temporary period, the NBS publishes reports on
monetary aggregates exclusively according to the ECB methodology.

3.1.3 Statistics of Customer Interest Rates on New Contracts (ECB Methodology)

As of the beginning of 2005, customer interest rates are evaluated according to ECB methodology,
where interest rates are monitored on loans granted® and deposits received (new contracts). According
to this methodology, the subjects of monitoring are interest rates on new business volumes. New loans
and new deposits are understood to be contracts signed for the first time, fixing the rate of interest
agreed between the bank and the customer, and new contracts negotiated with the active participation
of the customer.

In a breakdown by sector, lending and deposit rates for households and non-financial corporations are
assessed in the way these sectors are defined in Directive No. 63/2002° of the European Central
Bank, concerning interest rate statistics.

The monitoring of interest rates on loans to and deposits from households and non-financial corporations
is expected to provide more detailed information on the functioning of the transmission mechanism,
since interest rates are analysed irrespective of the sectors that have a special position vis-a-vis the
banking sector, i.e. insurance companies, pension funds, and the general government sector.

The methodology of the ECB makes it possible to monitor interest rates according to the period of initial
rate fixation (IRF) and, in the case of non-financial corporations, according to the volume of loans as
well. The initial rate fixation is the period for which an agreed interest rate is fixed. According to IRF,
loans are divided into loans with a floating rate and an IRF of up to 1 year (inclusive), loans with an IRF
of over 1 and up to 5 years (inclusive), loans with an IRF of over 5 and up to 10 years (inclusive), and
loans with an IRF of more than 10 years. According to volume, loans to non-financial corporations are
divided into loans amounting to up to EUR 1 million and loans amounting to over EUR 1 million.

Loans to households are classified by purpose as follows:
e current account overdrafts
» operation loans (for sole traders only)
e investment loans
e consumer loans
* real estate loans
o mortgage loans
o building loans
o intermediate loans
o other real estate loans
e other loans.

Loans to non-financial corporations are classified by purpose as follows:
e current account overdrafts
* investment loans
e o