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2  THE REAL ECONOMY

2.1  THE MACROECONOMIC ENVIRONMENT

The global economy returned to unexpectedly fast growth in 2010. In 
the Czech Republic, as in other advanced countries except Germany 
and Sweden, the extent of the recovery can be labelled as modest. 
However, growth in economic activity in the euro area and the EU as 
a whole is likely to slow this year owing to a high level of uncertainty, 
the impacts of the private sector debt burden in an environment of 
very slow income growth, and to the consequences of continuing fi scal 
consolidation. The main sources of uncertainty and fi nancial tension 
for the EU as a whole are concerns about the euro area debt crisis 
escalating and doubts about the capital adequacy of many European 
banks and their ability to secure suffi cient funding. Although lending 
conditions in advanced countries have almost normalised and risk 
indicators have returned to their long-term levels, the high uncertainty 
means that central banks must continue their supportive policies. From 
the perspective of the Czech economy, the major external risks include 
a potentially more marked economic slowdown in Germany and other 
countries that are major trading partners of Czech corporations. Given 
the nature of the Czech economy, the sharp rise in commodity prices 
represents a strongly adverse supply shock.

The global economy showed an unexpectedly strong recovery
Whereas in 2009 the world economy had undergone a strong recession, 
in 2010 it returned to relatively fast growth. The size and speed of 
the recovery can be described as unexpected, as evidenced by 
the differences between the end-2009 forecasts and the actual 
situation the following year (see the third and fourth columns in 
Charts II.1 and II.2). A comparison of the two charts shows, however, 
that the recovery was very uneven from the global perspective. 
Developing and emerging countries enjoyed a robust recovery, while 
economic growth in advanced Western economies, which include 
the Czech Republic,1 can be described – with the exception of Germany 
and Sweden – as modest. This applies particularly to the euro area, 
where economic activity remained mostly subdued and even declined 
further in some countries (Ireland, Greece and Spain). According to 
the current forecasts,2 global economic activity this year and the next 
will grow at a slightly lower rate than in 2010. This is chiefl y due to 
expectations that economic growth in the euro area as a whole will 
slow gradually, owing to a high level of uncertainty, the impacts of 
the private sector debt burden and continuing fi scal consolidation. 

1 The breakdown of countries into groups is given in the statistical appendix of the World 
Economic Outlook (April 2011). The Czech Republic is classed as an advanced country. 

2 The April IMF forecast and the April Consensus Forecasts (a publication containing the average 
estimates of a broad representative sample of analysts and forecasters, whose forecasts for 
the external environment are used by the CNB) expect the advanced countries (including 
the Czech Republic) to follow a similar path over the next two years. Charts II.1 and II.2 use 
IMF estimates, as they, unlike the Consensus Forecasts, cover the whole global economy. 
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Economic growth worldwide and in 
the advanced economies
(year-on-year growth in %; outturns and October 2009 and April 2011 forecasts)

Source:   IMF (World Economic Outlook, April 2011) and CNB (May 2011 
macroeconomic forcast)

Note:  2010f09 is the October/November 2009 forecast for 2010.
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Economic growth in emerging and developing countries
(year-on-year growth in %; outturns and October 2009 and April 2011 forecasts)

Source:  IMF (World Economic Outlook, April 2011)
Note:  2010f09 is the October 2009 forecast for 2010.
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At the same time, growth in Germany will moderate and the already 
large differences between the individual member countries will widen. 
A slight slowdown is also expected in some emerging economies in 
connection with the tightening of their monetary policies. 

The domestic economy is experiencing a volatile recovery…
Domestic economic growth picked up pace during 2010 and Czech 
GDP rose by 2.3% for 2010 as a whole. The current CNB forecast 
of May 2011 expects annual GDP growth to fall to 1.5% this year 
owing to a slowdown in all domestic demand components and slower 
economic growth abroad. In 2012, GDP growth will rise to 2.8%, 
aided mainly by household consumption thanks to faster wage growth 
and by gross capital formation owing to a recovery in fixed investment. 
The CNB also expects both headline inflation and monetary-policy 
relevant inflation, i.e. inflation adjusted for the first-round effects 
of changes to indirect taxes, to be close to the inflation target over 
the entire forecast horizon. 

…and unemployment remains high
The labour market situation remains very strained. Unemployment 
peaked at the start of 2010, when the general and registered 
unemployment rates reached 7.3% and 9.9% respectively. The decline 
in the unemployment rate is very slow. The general and registered 
unemployment rates, respectively, will be around 7% and just above 9% 
in 2011 H1 and 6.2% and 8.1% at the end of 2012. A highly subdued 
rate of growth of wage and non-wage income (or negative growth in 
real terms) adversely affected consumer demand in 2010 and resulted 
in an increase in the default rate on loans provided to the household 
sector, including house purchase loans (see section 2.3). According to 
the CNB’s May forecast, this situation will start to reverse in 2012. From 
the point of view of competitiveness of domestic industry it is important, 
however, that the wage cost-output ratio decreased and nominal unit 
wage costs declined by almost 2% year on year in Q4. 

Monetary policies remain easy
The key central banks kept their monetary policy rates at historically 
low levels in 2010. This also affected short-term money market rates 
(see Chart II.4), although not proportionally in all countries (see 
section 3.1). The international and national authorities’ discussions 
about discontinuing their supportive economic policies and normalising 
their monetary policies became less intensive last year because of 
renewed risks in fi nancial systems. Owing to a rise in supply-side infl ation 
pressures, however, some central banks started to communicate a need 
to raise monetary policy rates and the ECB returned its key monetary 
policy rate to 1.25% after almost two years. The CNB has held its two-
week repo rate at 0.75% since May last year. 

The easy monetary policies are helping to maintain interest rates on loans 
and bonds in most advanced countries at relatively low levels, thereby 
helping fi nancial institutions, corporations and households to cope with 
low income growth. However, the very low nominal interest rates are 
simultaneously exposing monetary policy-makers in some countries to 
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a confl ict between the objectives of price stability and fi nancial stability, 
i.e. whether to increase interest rates in response to rising infl ation 
and infl ation expectations, or to keep them at low levels and thereby 
help stabilise the balance-sheets of banks and their clients and mitigate 
the side effects of deleveraging.

Growth in lending so far indicates continued deleveraging
Although annual credit growth returned to positive values in 2010, it 
remained very subdued (see Chart II.5). In many countries the ratio of 
private sector credit to GDP is falling. Bank lending growth in the Czech 
Republic stayed positive in 2010 and rose gradually (see Chart II.6). 
Thanks to house purchase loans, loans to households – as in previous 
years – rose faster (although at a much slower rate than before 
the crisis). The start of 2011 also saw renewed positive growth in loans 
to corporations (see sections 2.2 and 2.3). 

High debt ratios are a barrier to growth in advanced economies
Developments in 2010 and the fi rst few months of this year increased 
concerns that the weak economic growth in advanced economies may 
– despite easy macroeconomic policies – be a long-term phenomenon. 
Countries in which households and corporations are highly indebted 
experienced a sharp fall in credit demand and subsequently also 
in consumer and investment demand. These countries also saw 
a continuing process of revision of expectations about future corporate 
and household income. This process is linked not only with lower growth 
in sales of goods and services, but also with pressures on employees’ 
wages and corporations’ selling prices. If we proxy income growth with 
nominal GDP growth, the pre-crisis annual nominal income growth 
of 5–10% has been replaced by slightly negative or very low growth 
in many countries (see Chart II.7). Although the debt ratio remains 
relatively low in all sectors in the Czech Republic, indicators of nominal 
income growth (see Chart II.8) suggest that households are exposed to 
signifi cantly adverse income developments in 2009–2011. 

Rising real debt servicing costs are a risk to private sectors in 
other countries
In an environment of slow income growth there is a higher probability 
of emergence of a relatively long period of deleveraging with low 
credit demand and a high saving rate. Signifi cantly lower growth rates 
of nominal income coupled with only slightly lower interest rates on 
debt mean that real debt servicing costs may be very high for indebted 
entities in the period ahead. This will adversely affect their ability to 
repay debts and cause the credit risk of banks to increase. Even a small 
change in the parameters affecting the debt burden can have a relatively 
large impact on the ability of highly indebted sectors to service their 
debts. In 2010 and so far in 2011, the situation in this respect has 
developed more favourably for corporations than for households. In 
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both the euro area and the USA nominal interest rates on corporate 
debt decreased slightly, but real rates fell signifi cantly owing to faster 
growth in industrial producer prices (see Chart II.9).3

Real debt servicing costs are developing more favourably for 
corporations than for households
The overall debt level of economic sectors in the Czech economy 
remains relatively low (see sections 2.2 and 2.3), but domestic economic 
growth is being hampered by links with the euro area, where not only 
households and corporations, but also governments are highly indebted. 
The evolution of real debt servicing costs will also be an important factor 
for the stability of the Czech fi nancial sector. In the Czech Republic in 
2010 average interest rates on loans to corporations decreased further, 
while those on loans to households remained unchanged on average 
(see Chart II.10). Accordingly, the evolution of real debt servicing costs 4 
in the Czech Republic, as in the euro area and the USA, was more 
favourable for corporations than for households (see Chart II.11). 
The approximation of real interest rates on corporate loans returned to 
the long-term average in 2010. The same will happen for households in 
2012 given the relatively optimistic assumption regarding their nominal 
disposable income. The fact that the view of corporate sector risks has 
virtually normalised is confi rmed by the return of interest rate spreads 
on corporate bonds to their usual long-term levels (see Chart II.125). 

Developments over the last few quarters have confi rmed expectations 
that the private sector’s reaction to the crisis and supportive economic 
policies will result in a “jobless recovery”, i.e. a situation where 
the fi nancial situation of corporations will stabilise relatively quickly, 
while the labour market situation will be very strained for quite some 
time. The renewed access of corporations to relatively cheap loans 
and the modest recovery in demand for their production are allowing 
them to improve their fi nancial position and increase their stocks of cash. 
Thanks to capacity optimisation and personnel cost cuts, corporations 
can increase their profi tability. If economic growth is slow, however, 

3 Real interest rates calculated as the difference between current rates on loans to corporations 
(or corporate bond yields) and current producer price infl ation are a very rough approximation 
of real corporate debt costs. In advanced economies importing energy-producing materials 
and commodities (and thus also in the Czech Republic), an increase in the prices of these 
commodities can signifi cantly positively distort the actual growth in producers’ selling prices. 
High growth in import prices is refl ected most of all in prices of producers at the early stages 
of the production chain, whereas other producers at subsequent stages may not be able to 
offset the rise in input prices by increasing output prices.

4 Real interest rates are approximated for the two main categories of loans of Czech banks 
(loans to households for house purchase and loans to corporations). Interest rates on loans 
for house purchase are adjusted for year-on-year growth in gross disposable income of 
households. Interest rates on loans to corporations are adjusted for industrial producer price 
infl ation. The average is calculated for 2002–2010 and the outlook for 2011–2012 is created 
by using baseline scenario data and by keeping interest rates constant at the December 
2010 level.

5 Chart II.12 shows that corporate interest rate spreads rose above their long-term average level 
during the 2001–2002 recession, but in the pre-crisis years they had stayed at unusually low 
levels in both the euro area and the USA, probably because of over-optimistic expectations. 
Following a sharp increase in 2008 they started to fall very quickly in 2009. In the euro area, 
however, they are still somewhat elevated. Spreads for the Czech Republic are calculated 
from loans to corporations and their path is naturally different. Here too, however, we can 
see unusually low fi gures in the pre-crisis years and a slightly increased level at present
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investment will be fl at and new jobs will not be created. In a situation 
where high unemployment rates will persist virtually throughout 
Europe, employee wage growth will be unusually slow for quite some 
time. As a result, the credit risk of corporate loans will soon stabilise, 
while bank losses on loans to households will remain strongly elevated 
(see sections 2.2, 2.3 and 4.1). Should such trend be long-running, 
households in advanced economies could be exposed to some elements 
of debt defl ation (as currently in Ireland), which would further worsen 
their growth outlooks. 

Euro area banks are facing balance-sheet liquidity problems
One of the biggest risks to a renewal of stable economic growth in 
the EU is a potential shortage of funding in many European banks. This 
is indicated not only by low deposit-to-credit ratios in some countries 
(see Chart IV.20) and high shares of market-based sources in total 
liabilities, but also by banks’ dependence on sources of liquidity from 
central banks in some countries.6 The still high issuing activity of banks 
linked with the need to fi nance budget defi cits is also still a source of 
concern about the ability of banks to replace maturing bonds by new 
issues under similar conditions. In the next two years, the acuteness of 
this threat will probably still be partially reduced by subdued growth in 
demand for loans from private entities and a modest global excess of 
savings over investment.

Balance-sheet liquidity problems are becoming acute for some 
euro area governments 
The debt crisis in the euro area escalated in 2010 and the situation 
worsened sharply in April 2011 (see section 3.1). Some highly indebted 
countries are fi nding it more and more diffi cult and expensive to 
refi nance themselves. Amid falling investor demand for government 
bonds of heavily indebted countries, the most vulnerable governments 
will be those with high near-term fi nancing needs and high marginal 
fi nancing costs. These governments will probably face rising interest 
costs. The interest expenditure of Ireland and Greece already exceeds 
10% of government revenue (see Chart II.13). Should the public debt 
and yields required by investors rise further, net interest payments will 
exceed 20% of government revenue within a few years. This would put 
these countries in an unsustainable fi scal situation. Such a level of net 
interest payments in government revenue makes it virtually impossible 
to achieve gradual fi scal stabilisation through the generation of primary 
surpluses, and the only solutions available are to keep interest rates at 
low levels and transfer funds from creditors to debtors via increased 
infl ation or to restructure and write off debts. 

6 Concerns regarding the suffi ciency of funds are also linked with other factors. One of these 
is that large international banks will have to refi nance a large volume of maturing resources 
in the next few years. The IMF’s Global Financial Stability Report (April 2011) estimates 
that debt securities worth almost USD 3,000 billion will mature in large European banks in 
the next two years. 
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Box 1: 

DO ADVANCED COUNTRIES FACE A PERIOD OF HIGH 
INFLATION? 

Owing to the very easy monetary policies of central banks in 
large advanced economies – be they in the form of standard 
instruments, i.e. the lowering of monetary policy interest 
rates (even to zero), or less standard tools such as quantitative 
easing (see the Glossary) – economists and the public have long 
been voicing concerns about whether such policies will result 
in a signifi cant or even dramatic rise in infl ation in the future. 
These concerns most often stem from the fact that the relevant 
central banks have kept their interest rates at very low levels 
since 2008 and have simultaneously greatly increased the size 
of their balance sheets and monetary bases (see Chart II.1 Box). 
Investor and public concerns about high infl ation are evidenced 
by the sharp increase in the gold price in recent years (see 
Chart III.19). 

Although the growth in the balance sheets of some central banks 
seems unprecedented (for example, the monetary base of the US 
Fed, which comprises currency in circulation and bank reserves, 
has risen from around USD 900 billion before the crisis to almost 
USD 2,400 billion at present), it alone is not an indicator of an 
inevitable rise in infl ation in the future. This is because banks hold 
most newly issued liquidity as free reserves with the central bank, 
so the increased monetary bases are not causing credit and money 
supply growth. In other words, the rise in the monetary base 
is being offset by a fall in the money multiplier (see Chart II.2 
Box). And it is the growth in the amount of money in circulation, 
not the change in the monetary base, that signifi cantly affects 
infl ation. In the USA, for example, M2 has increased by only 13% 
in the almost four years since the crisis started. This cannot be 
described as a strong monetary expansion. Economists warning 
of the consequences of supportive monetary policies claim, 
however, that once banks come to the conclusion that economies 
are returning to steady growth and credit risk is decreasing, rapid 
lending growth will resume and the money supply will really start 
to surge. The counter-argument is that central banks can re-absorb 
the liquidity quite quickly with no great diffi culty in the event of 
major pressures. 

There is, however, another potential channel that may 
signifi cantly increase infl ation in advanced countries in the future. 
This channel contains the mechanisms described by the fi scal 
theory of the price level. This theory says that infl ation is not 
determined solely by money supply growth relative to economic 
output, but also by fi scal policies. In countries where the general 
government debt-to-GDP ratio reaches a high level and the fi scal 
situation becomes unsustainable, governments will have a greater 
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incentive to liquidate the debt gradually by infl ation rather than 
fi scal austerity. History offers numerous supportive arguments 
in this sense. Empirical evidence from Anglo-Saxon countries 
shows, for example, that long-term government bond yields 
have not reacted in full to infl ation since the 1950s (see Chart 
II.3 Box). 

The British economic historian Niall Ferguson (2010) says that 
the Western world is facing a level of government debt that 
has previously been seen only in times of world war. Historically, 
advanced countries have got out of post-war debt not through 
fi scal restriction, but through a combination of growth and 
infl ation, which ensured very low or even negative real interest 
rates on government bonds.7 US economists Carmen Reinhart 
and Maria Sbrancia (2011) confi rm in their historical analysis 8 
that the hidden liquidation of government debt through 
infl ation was a frequent phenomenon in the last century. During 
1945–1980, for example, real interest rates on government debt 
were negative for one-quarter of the time in the USA and almost 
one-half of the time in the UK. Government debt was liquidated 
not only through infl ation, but also through other methods of 
fi nancial repression, such as explicit or implicit caps on interest 
rates, directed mass investment by institutional investors (such 
as pension funds) in domestic government bonds, and tighter 
connection between government and commercial banks. They 
also point out that these government debt liquidation methods 
do not need high infl ation; slightly increased infl ation for a long 
enough time is suffi cient. However, Niall Ferguson counters 
by warning that institutional investors, who have much more 
information nowadays, will quickly incorporate increased 
infl ation into their infl ation expectations and demand higher 
nominal government bond yields. Governments’ efforts to 
resolve their excessive debt by means of infl ation could therefore 
be counterproductive. If Niall Ferguson is right, it is bad news for 
current investors in gold, as without signifi cantly higher infl ation 
in the future it is probably considerably overpriced. 

A rise in long-term interest rates as a result of sovereign risk 
could have a strong destabilising effect
From the medium-term perspective, negative feedback between 
government and bank balance sheets can be identifi ed as one of 
the strongest risks to the euro area and certain other advanced countries. 
In the fi rst stages of the crisis, risk was transferred from bank balances 
to government balances, but in subsequent stages some governments 
have become overindebted and now the signifi cantly higher sovereign 

7 Ferguson, N. (2010): Fiscal Crises and Imperial Collapses: Historical Perspective on Current 
Predicaments, lecture for the Peterson Institute for International Economics, 13 May 2010. 

8 Reinhart, C., Sbrancia, M. (2011): The Liquidation of Government Debt, NBER Working 
Paper No. 16893, March 2011.
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risk is starting to transform into bank liquidity and credit risk. In recent 
months the risk of this loop developing has increased in countries where 
government bond yield spreads have risen markedly (see section 3.1). 
Subsequently, banks in these countries have also started to face higher 
market fi nancing costs, as government debt rating downgrades have 
been followed by bank debt rating downgrades. In the period ahead, 
this effect may be exacerbated by governments’ efforts to fi nance 
defi cits more from domestic sources in response to the lower willingness 
of foreign investors to buy their debt. A rapid exit of central banks 
from easy policies or a sharp increase in concerns of higher infl ation 
in the future could have a similar adverse effect. Banks are responding 
to the funding stress and rising costs of market fi nancing by increasing 
deposit rates (see Chart II.14) in an effort to obtain more stable funds. 
However, this inevitably leads to a rise in loan costs or a decline in 
interest margins. 

A rise in long-term interest rates could therefore jeopardise the stability 
of banks, and possibly other fi nancial institutions, for at least two 
reasons. If banks lost the ability to obtain funds relatively cheaply, they 
would also lose the ability to achieve a yield level enabling them to cope 
with loan impairment losses and a fall in the value of securities holdings.9 
Higher debt servicing costs of corporations and households would be 
refl ected in rising credit risk and loan losses. All this would eventually 
have an adverse impact on banks’ capital. Overall, a vicious circle would 
be created in the euro area and some other EU countries (although 
not the Czech Republic so much). Banks could break this primarily by 
signifi cantly increasing their capital adequacy. Not only would that 
create a suffi cient buffer to cover potential losses, but the higher 
credibility would also lead to lower liability fi nancing costs.10

Insuffi cient capital and the effects of new regulations are 
medium-term risks
Although it is generally agreed that capital buffers need to be 
strengthened in many national banking sectors, in reality there 
is a high degree of uncertainty surrounding the capital of banks in 
the EU. There are concerns that many banks may not currently have 
sufficient capital to cover unexpected loan impairment losses, let alone 
a reduction in the value of government bond holdings. A European 
stress test prepared by the European Banking Authority (EBA), whose 
results will be published in mid-2011, should determine whether 
these concerns are justified. The new Basel III regulatory requirements 
and the plans of some regulators to implement the agreed capital 
adequacy ratios earlier than expected or to allow national authorities 
to set higher requirements (see Box 7 in section 4.1) are a source of 
nervousness for many banks. In addition, there are strong doubts 

9 Profi ts of European banks generally improved in 2010, although mainly as a result of 
a decrease in provisioning. In many countries, however, no increase in operating profi t 
(before provisions) can be expected in the next few years owing to weak demand for loans 
by corporations and households.

10 However, if capital adequacy is to be improved in some other way than by substantial 
deleveraging, many European banks will have to undergo restructuring. This process, 
however, will be very diffi cult.
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about the ability of a large number of European banks or national 
banking sectors to comply in time with the new Basel III requirements 
regarding the extent, quality and structure of balance-sheet liquidity. 
Moreover, banks and other financial institutions are still facing high 
regulatory uncertainty connected with further proposals to introduce 
new regulations and restrictions or new types of taxation targeted at 
the financial sector. These factors may be detrimental to the private 
sector’s access to loans or increase the cost of loans, which may 
have negative short-term and long-term effects on the supply side of 
the economy. 

The rise in commodity prices is a strong negative supply shock
Concerns about the response of prices of commodities (energy 
and agricultural commodities and metals) to the renewed increase in 
economic activity in Western economies and the continued dynamic 
growth in emerging economies started to be confi rmed in 2010 
(see section 3.1). Growing interest in commodity derivatives among 
foreign investors may be one of the drivers of the commodity price 
growth (see Box 6). For advanced economies with weakened demand, 
including the Czech Republic, this growth represents a strong negative 
supply shock, dampening economic activity11 and leading to cost-push 
infl ation pressures (albeit partly moderated by the koruna’s appreciation 
vis-à-vis the dollar). VAT rate increases, which many countries including 
the Czech Republic have used to cover public budget shortfalls, are 
having a similar effect. As in 2006–2007, monetary authorities are thus 
getting into a diffi cult situation. If they are forced to react to cost-push 
infl ation by tightening monetary policy, this will represent an additional 
negative demand shock which could affect above all those countries 
which are facing problems with public fi nance sustainability and are 
having to make signifi cant public expenditure cuts. 

A fundamentally unjustifi ed appreciation of the koruna is still 
a signifi cant risk…
The Czech economy is regarded as stabilised from the macroeconomic 
viewpoint and its public fi nance can be seen as relatively sound in 
the light of the problems of some other European countries, so the search 
for yield by international investors could in certain circumstances 
generate strong pressures for a fundamentally unjustifi ed appreciation 
of the koruna. Since spring 2009, the koruna has remained relatively 
stable at levels that can be seen as consistent with the long-term 
trend (see Chart II.15). According to prevailing market expectations, 
the koruna will appreciate very slowly in the period ahead. A survey 
of forecasts of world analysts and forecasters published in Foreign 
Exchange Consensus Forecasts in April 2011 revealed that the koruna-
euro exchange rate is expected to be 24.31 at the end of July 2011 

11 Import price infl ation related to growth in world prices of commodities has a marked negative 
effect on domestic industry. According to CNB calculations, for example, sales and output 
in the segment of non-fi nancial corporations with 50 employees or more saw continuing 
relatively fast annual growth in 2010 Q4. However, the growth rate of book value added 
slowed due to the high material cost-output ratio, infl uenced mainly by rapidly growing 
prices of imported inputs.
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and 23.93 at the end of April 2012 (and the koruna-dollar exchange rate 
17.60 and 17.44 respectively). The fact that koruna assets are classed 
by many international investors as emerging economy assets and have 
historically offered high yields to foreign investors is one of the sources 
of risk of unjustifi ed appreciation of the koruna (see Chart II.16). Owing 
to the low yields on assets denominated in the currencies of large 
advanced economies, international investors are trying to place liquidity 
in at least slightly more profi table assets and are focusing mainly on 
emerging economies. The infl ow of capital into these economies is 
generating risks of excessive loan growth, overheating of the economy 
and creation of bubbles in asset markets (especially property markets). 
In recent months, these risks have become one of the main economic 
policy topics at the global level. The very easy monetary policies of most 
advanced economies have also led to a resurgence of “carry trade” 
strategies (see FSR 2007, p. 20), which limit the ability of monetary 
authorities in emerging countries to react to an overheating economy 
by raising interest rates. Carry trades and other forms of search for 
yield are basically an effort for monetary policy arbitrage on the part 
of investors. Conversely, in some countries debtors are attempting to 
achieve monetary policy arbitrage by accepting foreign currency loans 
with lower interest rates. 

…especially given the slight weakening of the Czech economy’s 
external balance
Data on the international investment position and the balance of 
payments are sending out slight warning signals. The negative net 
international investment position increased further in 2010. Although 
the position adjusted for the net FDI infl ow remains positive, its gradual 
decline cannot be overlooked (see Chart II.17). The situation is similar 
for the rising gross external debt, which was 72% covered by banking 
sector assets and 57% covered by net external assets at the end of 2010 
(see Chart II.18). With regard to the external balance, the domestic 
economy thus remains clearly stable, but its strong position is gradually 
deteriorating. The CZK 300 billion increase in the negative net investment 
position between the start of the crisis in 2008 Q3 and the end of 2010 
was due largely to a rise in net government debt to non-residents (from 
CZK 319 billion to CZK 463 billion).12 The balance of payments also 
seems less favourable under the new methodology (see Chart II.19). 
As a result of a falling goods and services surplus and a rising income 
defi cit, the current account defi cit is widening gradually (from 3.8% of 
GDP in 2010 to 4.3% in 2012 according to the CNB’s May forecast). 
This trend, like the stagnation of FDI at low levels, can be regarded 
as unfavourable (although reinvested earnings do not generate any 
external refi nancing need). 

12 The increase in the negative net investment position was due to increases in the negative 
balances of direct investment (of CZK 331 billion), the government (of CZK 144 billion) and other 
sectors (of CZK 48 billion), and a decline in the positive balance of banks (of CZK 108 billion). 
This was offset by an increase of CZK 171 billion in the positive balance of the CNB.
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The risks related to Czech public fi nance are still rising
Owing to the growth in domestic economic activity and some budgetary 
measures, the Czech public fi nance defi cit fell from 5.8% of GDP in 
2009 to 5.1% in 2010. Owing to fi scal restriction, the defi cit should 
shrink further to 4.3% of GDP in 2011 and 4.2% of GDP in 2012 by 
the CNB’s estimation. Given these defi cits and the expected nominal 
GDP growth, government debt is expected to be 44% of GDP at the end 
of 2012 (see Chart II.20). Thanks to the lower defi cit and government 
debt management measures, the total gross government borrowing 
requirement should fall from CZK 280 billion in 2009 to CZK 220 billion 
in 2012 (see Chart II.20).13 In the years ahead, the Czech government 
debt should be fi nanced without signifi cant problems, not least because 
the Czech Republic has low share of short-term debt (16% in 2010 with 
a limit of 20% in the following years). It cannot be ruled out, however, 
that the issuing conditions will deteriorate unexpectedly and required 
yields will rise if the euro area debt crisis deepens further, the expected 
Czech public fi nance outlook worsens or domestic fi nancial institutions 
decide to diversify their government debt holdings internationally.

As regards the size of the defi cit, the Czech Republic had one of 
the smallest defi cits among the advanced economies in 2010 (see 
Chart II.21), and 2011 will be similar.14 Nonetheless, the domestic fi scal 
situation is sending out warning signals with regard to the medium 
and long term. First, the Czech general government debt is rising 
apace. At the end of 2013 the ratio of government debt to GDP will be 
15 percentage points higher than at the start of the crisis in 2008 (see 
Chart II.20). The tight fi scal situation is also indicated by the estimated 
cyclically adjusted primary balance, which remained near the EU average 
in 2010. Debt servicing costs are also expected to rise from 1% of GDP 
to 2% of GDP over the next few years.15

The euro area debt crisis and the economic situation in the countries 
affected have clearly showed that rapid fiscal stabilisation is needed. 
It has been confirmed that financial markets are asymmetrically much 
less tolerant of small countries showing signs of fiscal imbalances 
than of large countries (see also section 3.1). In 2010 and the first 
months of this year, marginal interest rates on newly issued debt in 
small euro area countries were above the average interest rate on 
total debt, while the opposite tended to be true in large countries. 
As a result of this asymmetry, small countries like the Czech Republic 
may be exposed to highly non-linear and discontinuous reactions 

13 For details see the Czech Ministry of Finance document Funding and Debt Management 
Strategy for 2011. 

14 Similar or more favourable fi gures for the Czech Republic by comparison with relevant 
groups of countries can be found for other fi scal indicators as well. At the end of last year 
the share of debt held by foreign creditors was 32.7% (euro area average 52%), the share 
of short-term debt with maturity of up to one year was 16.1% (euro area average 26.1%) 
and debt servicing costs were 1.4% of GDP (euro area average 2.8%) and 3% of government 
revenues (euro area average 6%; see Chart II.13).

15 The net interest costs of servicing the Czech national debt calculated on a cash basis were 
CZK 36 billion last year, compared to CZK 47 billion in 2009. The decrease in costs was 
due to a decline in the Czech yield curve, which reduced the net interest costs of servicing 
the fl oating-rate component of the national debt. 
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of the financial markets to changes in the outlook for fiscal deficits 
and public debt. If the Czech Republic were to face such reactions 
in the future, it would not have access to the kind of assistance that 
some euro area countries are using now. 

Although Czech public fi nance seems relatively sound from the short-
term perspective by international comparison among the advanced 
countries, and although defi cit-reducing measures have been taken on 
both the expenditure and revenue sides of public budgets, long-term 
fi scal stabilisation will require further decisive measures in the years 
ahead to reduce the structural primary defi cit (i.e. the cyclically adjusted 
defi cit excluding debt servicing costs). This will necessitate further 
substantial changes to public budgets on the revenue side and above all 
on the expenditure side. In the fi rst phase they may generate a negative 
demand shock and a fall in economic activity. However, at a certain 
debt level the situation could become very diffi cult to cope with 
and the economy could fi nd itself in the vicious circle described above. 
If fi scal consolidation is delayed, the Czech Republic will probably not 
avoid a negative demand shock. The shock will merely occur through 
a different channel, i.e. via growth in interest rates on government 
debt and on bank loans to the private sector, as in Greece, Ireland 
and Portugal.

Alternative economic scenarios

Potential alternative future macroeconomic paths together with the risks 
identifi ed became the basis for the alternative economic scenarios used 
mainly in section 4.2 to test the resilience of the Czech fi nancial sector. 
The paths of key variables in each scenario are shown in Charts II.22a–d. 
The evolution of other variables relevant to the stress tests in relation 
to the evolution of the macroeconomic environment (credit growth, 
the default rate, the NPL ratio16 and property prices) will be presented 
for each scenario in the following sections of this Report. 

The Baseline Scenario corresponds to the CNB’s offi cial May 
macroeconomic forecast published in Infl ation Report II/2010. It 
assumes a temporary interruption of the gradual recovery of the Czech 
economy, which will resume in 2012. The unemployment rate will be 
fl at in 2011 and fall gradually as from the start of 2012. This scenario 
also assumes that headline and monetary-policy relevant infl ation will 
both be close to the infl ation target over the next two years. Gradually 
mounting infl ation pressures from the domestic economy linked with 
an acceleration of the currently low wage growth will be partly offset 
by gradual exchange rate appreciation. Short-term interest rates will be 
broadly stable initially and rise gradually from 2011 Q4 onwards. 

16 Both the default rate and the NPL ratio relate to an identical event, i.e. a breakdown in 
a debtor’s payment discipline. Whereas the default rate is a (usually forward-looking) fl ow 
indicator focused on a particular time interval (see the Glossary), the NPL ratio is a stock 
indicator describing the level of NPLs at a given point in time.
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The Asymmetric Developments stress scenario simulates the potential 
combination of weak economic growth (relative to the Baseline Scenario), 
due to negative demand and to supply shocks, and adverse developments 
in the fi nancial markets and subsequently also in the fi nancial sector. 
The Czech Republic will slide back into recession temporarily as a result 
of weak consumer and investment demand abroad. By contrast, robust 
economic growth will continue in emerging economies, leading to 
further growth in prices of commodities and energy. Infl ation pressures 
will thus rise despite the recession. Central banks will respond to 
a certain extent by increasing short-term interest rates. Coupled with 
higher interest rates, rising consumer prices will then lead to a further 
slowdown in demand. In the generally adverse situation, fi scal problems 
will start to worsen and long-term interest rates will also start to rise. 
All this will unfold amid high exchange rate volatility, with the koruna 
initially appreciating in 2011 due to investors’ search for yield but later 
depreciating rapidly as a result of a reassessment of the sustainability 
of domestic public fi nance, causing a further increase in interest 
rates. Together with an adverse income situation and unemployment 
growth, this will be refl ected in a rise in defaults among corporations 
and households. During 2012, the economy will start to recover 
and the fi nancial market situation will calm very gradually. 

The Renewed Recession stress scenario captures the risk of a renewed 
slide of the domestic economy into strong recession, with the initial 
optimistic expectations in 2010 H2 being replaced by a combination 
of a marked decline in GDP in 2011 and 2012 and adverse fi nancial 
market developments. The decline in domestic GDP will be caused 
chiefl y by a sizeable weakening of external demand (e.g. as a result of 
an escalation of the euro area debt crisis) and the fi nancial markets will 
be adversely affected by a loss of investor confi dence in the domestic 
economy. Concerns regarding public fi nance sustainability will result in 
a rise in government bonds yield and the koruna will depreciate rapidly. 
This depreciation will lead to a rise in potential infl ation pressures, to 
which monetary policy-makers will react by raising short-term interest 
rates. Client interest rates will also increase. Together with falling 
income and rising unemployment, this will result in a rise in defaults 
among corporations and households. The property market situation will 
also start to deteriorate signifi cantly. 
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2.2  NON-FINANCIAL CORPORATIONS

The situation in the non-fi nancial corporations sector improved 
signifi cantly in 2010 compared to the previous year, but the pre-crisis 
situation has not been restored yet. One of the main future risks for 
non-fi nancial corporations is a potential economic slowdown in EU 
countries (Germany in particular), where a large part of Czech industrial 
production is exported. At the same time, the availability of loans may 
worsen again and their price may rise owing to a potential increase in 
public budget borrowing requirements. If the fi scal problems in some 
peripheral EU countries escalate, this would generate problems with 
fi nancing the production and investment needed to meet the growing 
demand for consumer and export goods.

Corporations’ fi nancial results improved in 2010
Czech companies recorded increased demand in 2010 from foreign 
trading partners and households, and also from the government in 
the fi rst half of the year, thanks to renewed economic growth in advanced 
economies. This allowed them to slightly increase their profi tability, 
which, however, is still below its pre-crisis levels (see Chart II.23). 
Corporations managed to signifi cantly reduce their personnel costs 
by cutting employee numbers. Turnover ratios also suggest a positive 
trend. Total debt ratio almost did not change from 2008 and 2009 
despite a decline in the number of bank loans received, with some 
operating loans not being renewed. The fall in bank loans was thus 
probably offset by a rise in total intercompany debt. Within this debt, 
the infl ow of FDI in the form of loans from foreign parent companies 
surged and trade liabilities rose because of deferred invoice payments. 
Although this helped some corporations overcome liquidity problems 
in the short term, a continuation of this trend would create a source 
of risk for the entire non-fi nancial corporations sector in the long term. 
Corporations also tended to obtain funding more by means of bond 
issues, in line with the general trend in the EU. As in 2009, the current 
liquidity of corporations remained low (as did the acid-test). The decline 
in this indicator was driven mainly by a fall in prices of securities priced 
at fair value, especially between 2008 and 2009. By contrast, the cash 
ratio continued to grow sharply, driven mainly by partial substitution of 
short-term debt fi nancing with long-term debt fi nancing. Holdings of 
currency and deposits on accounts increased slightly (possibly because 
of cautious policy of corporations and reining-in of new investment). 
The average of all the liquidity indicators of non-fi nancial corporations 
was slightly higher than in 2009. 

The differences in profi tability across sectors are large
The evolution of return on equity (RoE) in the main sector of the Czech 
economy – manufacturing – corresponds to the annual increase in this 
indicator for all non-fi nancial corporations. The automotive industry 
recorded its main wave of RoE growth in 2010 H1 despite a downturn 
in this sector abroad. The electricity, gas, heat and water supply industry 
is showing a very good and stable RoE, thanks in part to its oligopolistic 
structure. The transport sector, which had recorded near-zero RoE 
in previous years but showed some improvement last year despite an 
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increase in fuel prices, may become problematic. If its RoE was calculated 
solely on the basis of operating profi t excluding subsidies, this sector 
would record negative profi tability. The planned fi scal consolidation may 
lead to a reduction in subsidies, which could have a negative impact 
on the sector’s RoE and its ability to meet its obligations. However, 
transporters have a very low share of loans in liabilities, so the potential 
impact of a cut in subsidies on banks’ loan portfolio quality would be 
limited. Moreover, the sector has very good short-term liquidity. Besides 
being very weak over the previous three years, the economic condition of 
the property sector was clearly countercyclical (see Chart II.24 and also 
section 3.2). The renewed decline in its RoE into negative fi gures is due to 
a decrease in the number of properties sold and to a fall in property prices, 
which in the residential sector responded with a lag to the fi nancial crisis 
owing to the delayed response of household income to the decline in 
economic activity.17 Although total debt ratio of developers is at normal 
levels, the ratio of loans to assets seems high compared to other sectors 
and increased further in 2010. It should also be noted that the asset 
turnover ratio is high. Construction, which, unlike industry, saw no 
positive turnaround in 2010 and which is linked to the developer sector 
and public budgets, has also been showing considerable anticyclicality in 
terms of RoE recently, but it stayed in the black in all three previous years. 
It is also worth mentioning that the cash ratio of this sector was very 
good at the end of the previous year.

The credit risk of corporations increased further but is no longer rising
The 12-month default rate in the non-fi nancial corporations sector 
rose further to 4.7% in 2010, but the rise was not dramatic. The latest 
estimates show that corporations are close to the peak of their credit 
risk, which is likely to start declining in 2011 (see Chart II.25). Similarly, 
the NPL ratio has stabilised (see Chart II.26). Small corporations18 have 
higher and still increasing credit risk, while larger ones are starting to 
show a gradual decline in their NPL ratio. Sectors for which potential 
problems can be expected going forward (see the previous paragraph) 
also recorded a sharper increase in their NPL ratio. This applies in 
particular to the transport sector. By contrast, the NPL ratio in the energy, 
gas and water supply industry dropped by about one-half to very low 
levels (see Chart II.27). Photovoltaics is now a closely followed sector. 
Having boomed, it is now having to cope with a worse position after 
the introduction of higher taxation. Based on an estimate from the CNB’s 
Central Credit Register, the banking sector’s credit exposure to companies 
engaged in the construction and operation of photovoltaic power stations 
is around CZK 55 billion. The NPL ratio in this sector is currently very low 
(it recorded a quarter-on-quarter increase from 0.2% to 0.4% at the start 
of the year, relating exclusively to small and medium-sized photovoltaic 
companies with a total installed capacity of less than 3 MWp). Solar 
companies went to great lengths to connect to the distribution network 
before the end of 2010 in order to avoid a fall in electricity purchase 

17 See also the thematic article An Analysis of Progress with the Sale of Residential Developments 
in this Report.

18 I.e. corporations with less than 50 employees and less than CZK 200 million in total turnover.

2  THE REAL ECONOMY

0

2

4

6

8

10

12

14

16

Baseline Scenario
Asymmetric Developments

Renewed Recession

03/09 09/09 03/10 09/10 03/11 09/11 03/12 09/12 03/13

CHART II.26

NPL ratio for bank loans in the non-fi nancial corporations segment
(%)

Source:  CNB

0

2

4

6

8

10

12

14

16

18

To
ta

l

A
gr

ic
ul

tu
re

M
in

in
g 

an
d

 q
ua

rr
yi

ng
 

M
an

uf
ac

tu
rin

g

El
ec

tr
ic

ity
, g

as
an

d 
w

at
er

su
pp

ly

C
on

st
ru

ct
io

n

Tr
ad

e

Tr
an

sp
or

t

Re
al

 e
st

at
e

O
th

er
 s

er
vi

ce
s

2009 2010

CHART II.27

NPL ratios in selected sectors
(%)

Source:  CNB

Number of insolvency petitions filed
Number of insolvency petitions estimated
Number of insolvencies declared
Number of insolvencies estimated

3/08 9/08 3/09 9/09 3/10 9/10 3/11 9/11 3/12 9/12 3/13
0

200

400

600

800

1,000

1,200

1,400

1,600

1,800

CHART II.28

Number of insolvency petitions and actually declared 
insolvencies

Source:  Czech Credit Bureau, CNB calculation



33

Czech National Bank / Financial Stability Report 2010/2011

prices. This is also evidenced by the fact that more than half of the current 
photovoltaic power stations obtained their operating licence in the second 
half of 2010 (loans to power stations connected in 2010 H2 accounted 
for 54.6% of the total volume of loans to photovoltaic power stations 
as of the end of 2010). Medium-sized photovoltaic power stations (with 
output between 30 kWp and 3 MWp) and those which did not manage 
to connect to the network before the end of 2010 can be expected to get 
into loan repayment problems. 

Despite a visible stabilisation of the credit risk of non-fi nancial 
corporations, a deterioration of some less closely followed variables 
can be observed, such as an increase in the ratio of loss loans to NPLs 
(section 4.1) and the collapses of several major property development 
projects. This is linked with the number of insolvency petitions 
and declared insolvencies (e.g. of developer ECM). The latest data show 
a particularly sizeable increase in the former (see Chart II.28).

The level of corporate debt seems sustainable and its structure 
seems sound
Even taking into account the economic level of the Czech Republic, 
the debt of Czech non-fi nancial corporations is relatively low by 
international comparison (see Chart II.29), having fallen further (from 
48% to 46% of GDP) as a result of the fi nancial crisis. Most loans 
to non-fi nancial corporations come from the domestic banking sector 
(see Chart II.30). Loans from non-residents account for around 20% 
of all loans to non-fi nancial corporations and are used mostly by 
exporters. There is thus no danger of problems similar to those which 
have emerged in countries with a high share of foreign currency loans 
(e.g. Hungary). The time structure of corporate debt is changing over 
time, shifting from short-term to long-term loans. This trend can be 
considered positive, as long-term fi nancing is more stable.

Corporations are taking out more – and cheaper – loans
Modest year-on-year growth in new loans to non-fi nancial corporations 
can be observed. This should continue in 2011 and gradually strengthen 
(see Chart II.31). The debt fi nancing costs of corporations are also 
starting to fall. This, combined with the recovery in their revenues, 
constitutes a positive stimulus for their profi tability.

Box 2:

EXPORT SECTOR DEVELOPMENTS

The global fi nancial crisis has so far affected the Czech economy 
mainly through the export sector. The fall in the balance of goods 
trade in 2008 and early 2009 (see Chart II.4 Box) can thus be put 
into direct relation to the lagged effects of the excessive exchange 
rate appreciation observed in 2007–200819 and to the decline in 

19 However, the fast appreciation in this period was partly due to an improving foreign trade 
situation in the early phase of the fi nancial crisis. The Czech economy was thus perceived as 
a “safe haven”. The fact that the appreciation did not lead to a worse foreign trade balance 
represented an impulse for further appreciation.
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GDP growth seen in Germany, which is the Czech Republic’s largest 
trading partner. However, the subsequent evolution of net goods 
exports was rather surprising. The trade balance improved in 2009 
and 2010 Q1 despite persisting low external demand. This can 
be explained at least partly by the depreciating exchange rate in 
2009, which helped to absorb the fall in external demand. Similarly 
surprising, however, is the deterioration in the trade balance since 
the end of 2010 Q1, when the real exchange rate was roughly 
at its equilibrium level and when external demand was starting to 
recover; in this period, however, the terms of trade have deteriorated 
owing to rising prices of imported commodities (for details see 
section 3.1 and Box 6). The surprisingly high goods trade surpluses 
in the past can be explained by defi ciencies in the cross-border 
statistics methodology. These statistics, which were previously 
the sole source of information, do not distinguish – with regard to 
exports and imports – between domestic companies and foreign 
companies that are merely VAT registered in the Czech Republic 
and generate no value added for Czech GDP.20 When foreign trade 
was converted to the so-called national approach,21 which involves 
adjusting the values of goods transactions by non-residents for 
their value added, foreign goods trade started to show a defi cit in 
the past year.

The worse situation of exporters in 2009 was refl ected in a surge 
in non-performing bank loans provided to exporting companies 
to above the ratio recorded for the non-fi nancial corporations 
sector as a whole (see Chart II.5 Box). However, the improved 
external economic growth outlook in 2010 led to a year-on-year 
fall in the NPL ratio of 1.1 p.p., while the NPL ratio for non-
fi nancial corporations as a whole rose by 1 p.p. The sensitivity 
of the domestic economy to external developments thus 
remains high. Moreover, the question is whether the safe haven 
scenario observed in 2008 will recur and whether the koruna 
will appreciate excessively (see section 2.1). However, natural 
hedging indicators for the largest export corporations (see 
Chart II.6 Box) suggest that exporters probably responded to 
the increased foreign exchange risk by increasing their foreign 
currency loan ratio, which is roughly twice as high as the same 
ratio for all non-fi nancial corporations (35.9% as against 
18.4%). On the other hand, the coverage of exports by imports 
decreased for these corporations.

20 These companies mostly only carry on "branding" in the Czech Republic. This involves 
packaging imported goods in the Czech Republic and re-exporting them. 

21 The national approach to foreign trade statistics is based on the adjustment of cross-border 
statistics for data on the value added of exporting/importing non-residents obtained from 
their VAT returns in the Czech Republic (their value added is deducted). These data are 
closer to the value added actually generated in the Czech Republic. The CZSO has been 
publishing foreign trade data under the national approach since the start of 2011. Only data 
for 2009–2011 are available so far. Earlier data will be published from mid-2011 onwards 
and refl ected in the national accounts statistics in December 2011.
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2.3  HOUSEHOLDS

The slight recovery recorded by the Czech economy in 2010 has not 
had much effect on the economic situation of Czech households so 
far. Adverse developments in the labour market and simultaneous 
growth in essential household expenditure are pushing up the NPL ratio 
and causing faster growth in personal bankruptcies. Despite slower debt 
growth, problems with covering debt repayment costs can be expected 
among low- and medium-income households.

High unemployment and historically low nominal wage growth 
persist in the labour market
The registered unemployment rate remained high in 2010 (see 
Chart II.32). This adverse situation was largely due to a persisting 
downturn in construction, where employment declined by 11.7% year 
on year,22 and a small number of new jobs. The gradual moderation in 
the decline in employment halted in 2010 Q4 owing to the recovery in 
economic activity. Total employment was therefore broadly fl at. Buoyant 
commodity price growth is also having an indirect negative impact on 
the labour market (see sections 2.1 and 3.1). Amid a rising cost-to-
output ratio related to growth in import prices of energy and non-energy 
commodities and metal-based semi-fi nished products, corporations are 
trying to reduce the wage cost-to-output ratio by exerting pressure on 
wages or by optimising jobs. After a short-term acceleration in late 
2009 and early 2010 caused by dismissals of low-income employees, 
average nominal wage growth thus fell to a historical low (below 1%) in 
2010 Q4.23 The average wage grew by 1.9% in nominal terms (and by 
0.4% in real terms) overall last year. The nominal growth in the business 
sector was 2.6%, while the non-business sector recorded a decline of 
0.6%. According to the CNB’s May forecast, similar developments can 
be expected this year, too; growth of 2.7% is expected in the business 
sector (as much as 5% in 2012), while a further decline of up to 1.7% 
is expected in the non-business sector (a slight rise of 0.5% in 2012). 
Not only will this impact negatively on the economic situation of 
the households affected, it may also complicate credit risk management 
of banking institutions, whose models may be historically calibrated to 
traditionally stable wage growth in the non-business sector. 

The pace of growth of Czech household debt slowed
Growth in the ratio of aggregate household debt to GDP slowed again 
and thus remained low compared to the euro area economies (30.8%; 
see Chart II.33).24 The ratio of debt to gross disposable income increased 
to 56%, thus recording a more moderate slowdown than the debt-to-
GDP ratio. This refl ects the fact that household income does not grow 

22 However, this decline was relatively small compared to the falls in employment in 
the construction sector recorded in some economies in which property prices decreased (falls 
of 53.5% from the peak in Ireland, 42.5% in Spain and 41.7% in Estonia). Construction 
accounts for 9% of total employment in the Czech Republic.

23 The short-term increase in the average nominal wage was described in detail in FSR 
2009/2010.

24 Debt-to-GDP ratios in 2009 in selected economies according to the OECD: Denmark 145%, 
the UK 103%, Portugal 80%, Germany 63%, Austria 56%, Hungary 37%.
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at the same rate as the economy as a whole (see Chart II.8). As a result, 
households’ liabilities totalled CZK 1.28 trillion, remaining at 33.6% 
of fi nancial assets. The slower growth in debt is due mainly to falling 
interest in the services of non-bank fi nancial intermediaries, whose 
products are dominated by consumer credit (see Chart II.34). The stock 
of such loans was 35% lower at the end of 2010 than at the end of 
2009, while the total volume of consumer credit (bank and non-bank) 
declined by 7.4%. The Baseline Scenario forecast expects growth in 
the debt of the Czech population to increase in 2012. If the economy 
follows either of the stress scenarios, debt growth will continue to slow 
in the long term (see Chart II.35).

Czech households are cautious investors
The fi nancial assets held by households at the aggregate level continue 
to signifi cantly exceed households’ liabilities. Households’ assets 
increased by 4.7% in 2010, to CZK 3.36 trillion, which is 2.6 times 
more than the total volume of liabilities. Chart II.36, which depicts 
the change in the portfolio from the start of the crisis to the present, 
shows that the share of deposits held in investment funds declined in 
favour of currency and deposits (with a stable share of 60.5%), insurance 
technical reserves held in insurance companies (8.9%) and accounts 
receivable from pension funds (6.4%). The shares of shares and other 
equity (16.2%) and securities (0.9%) almost did not change.

Renewed growth in mortgage loans may generate new risks
The decline in the volume of new loans for house purchase in 
2008–2010 was largely due to a more cautious approach of banks 
and therefore a high risk premium on these loans. Interest rates on 
house purchase loans fell to 4.6% at the end of 2010, thanks mainly 
to the activities of large banks, and so new mortgage loans again 
recorded an annual pick-up in growth (see Chart II.37). However, this 
increase has not so far been underpinned by any noticeable increase 
in clients’ creditworthiness, and if the forecast of either of the adverse 
scenarios materialises (see Charts II.39 and II.40) this trend may pose 
an increased risk for both households and the fi nancial sector.25 Loans 
with rate fi xations of three and fi ve years dominate new loans. There 
is increased interest in loan agreements with a variable interest rate, 
which may be riskier for households in the future and which account for 
16% of the volume of new agreements.26 On the other hand, there is 
a long-term decline in loans with a fi xation of one year. As interest rates 
fall, however, the debt servicing costs of households that borrowed in 
previous years are going down gradually.

25 The issue of excessive debt is also discussed in the thematic article Excessive Credit Growth 
as an Indicator of Financial (In) Stability and its Use in Macroprudential Policy in this Report.

26 This fi gure includes loans with a fi xation of up to three months and also changes to existing 
agreements between loan providers and clients, i.e. including changes in the method of 
charging interest on of previously provided loans. This fi gure thus differs from the one 
provided by Fincentrum Hypoindex (4.2%), which, moreover, does not include all relevant 
banks.
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The non-performing consumer loans ratio is still rising
The consumer credit segment has been characterised since 2009 by 
low growth and simultaneously rising interest rates (see Chart II.38). 
This is linked with the historically high non-performing consumer credit 
ratio, which is still rising. Banks have a non-performing consumer credit 
ratio of 12.3%, while non-bank fi nancial intermediaries have a ratio 
of 19.4%.27 The ratio of non-performing mortgage loans also rose 
to a historical high of 3.3%. Should the economy grow in line with 
the Baseline Scenario, the default rate of households will peak at 5.3% 
and will drop below 5% at the start of 2012 provided that the labour 
market recovers gradually (see Chart II.40). However, in the case of 
the Renewed Recession scenario, a further increase in the default rate 
can be expected, mainly in connection with a decline in real household 
income. The default rate for loans to sole proprietors follows a similar 
path, but at values that are 1 percentage point higher.

Heads of households with a mortgage are typically aged between 
20 and 40
Table II.1 shows the characteristic features of households with a house 
purchase loan.28 The higher the income and the level of education, 
the higher the number of households with a mortgage. Households 
headed by an active person aged between 20 and 40 dominate 
the category of house purchase loan owners. However, these loans 
also have a high occurrence among households of divorced individuals 
and households partly or fully unemployed, where loss of employment 
means a high risk of insolvency.

The probability of insolvency is high among low-income and low-
education families
Table II.1 also presents the characteristic features of households unable 
to meet their obligations in 2009. Intuitive results can be observed in 
the third column: the probability of insolvency is high among low-income 
and low-education families, among single and divorced individuals, but 
also among households partly or fully unemployed. Of the households 
having diffi culties meeting their obligations, 15.7% had a house 
purchase loan and 47% had consumer credit.29 The last column shows 
the changes since 2008, i.e. the impact of the recession on the solvency 
of specifi c categories of households. In particular, low- and medium-
income families, which were affected most by dismissals, ran into 
diffi culties. A signifi cant increase in diffi culties meeting obligations 
was recorded by households living in apartments with regulated rent. 
A large rise in insolvency was also recorded among families with market 
rents and high education.

27 Figure based on calculations using data from a register created by the SOLUS Association.
28 The data come from the Statistics of Income and Living Conditions survey (EU-SILC) 

conducted in 2009 H1 and published in 2010 by the CZSO.
29 The remaining households without loans had diffi culties meeting obligations relating to 

payments of rent, payments for energy and payments for similar services. 
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Low- and medium-income households face an increased risk
The fi scal austerity measures (wage cuts, a reduction in the number of 
public sector employees, the abolition of the reduced VAT rate, reduced 
unemployment benefi ts and reduced tax rebates for taxpayers)30 may 
have a major impact on the solvency of some households. At the same 
time, below-average-income households are also being adversely 
affected by growth in essential expenditure related not only with 
increases in prices of energy (gas and electricity in particular), fuel 
and water, but also with deregulation of rents and the planned VAT rise. 
These separate measures will have a negative impact on real household 
income for a time and may not only affect households’ solvency, but 
also feed back to aggregate consumption and therefore to the economy 
as a whole.

Results of the stress test of households
Chart II.41 presents the results of a stress test of households based on 
2007–2009 data. The observed indicator is the number of households 
whose debt repayment costs exceed a critical threshold of 50% of net 
income after deduction of essential expenditure on food, housing, 
transport and health. This value is then compared with the number 
of all households with liabilities arising from house purchase loans, 
consumer credit and rental agreements. The statistics for 2010 
and 2011 are a result of a microeconomic simulation that assumes 
adverse developments in the labour market (an unemployment rate 
unchanged from 2009 and low nominal wage growth), a fall in wages 
of public sector employees and an increase in essential expenditure as 
indicated above. The simulation did not include changes in interest 
rates or changes in household debt in the survey sample.31 

Some indebted households will not be able to cover essential 
expenditure
According to the adverse scenario described above, some indebted 
households will not be able to maintain their minimum living standard, 
as their income will not cover their repayments and essential expenditure 
simultaneously, or will not even cover their essential expenditure alone. 
The results of the tests based on both historical and simulated data also 
indicate an increasing variance in the distribution of the debt burden. 
Some households are minimising their debt, while others are getting 
deeper into debt. According to the historical data, most of the risk 
pertains to low-income families, where a large proportion of liabilities 
stem from low-volume consumer credit. However, the risk in 2011 may 
also relate to medium-income households, which are repaying mortgage 
loans to a greater extent.

30 Government Decree No. 44/2011 Coll. and No. 45/2011 Coll.; the amendment of Act No. 
96/1993 by Act No. 348/2010 Coll.

31 A smaller impact can be expected on the economic situation of households in reality, as 
neither the price nor the income elasticity of demand was included in the calculation. 
However, types of expenditure which show very low income elasticity were selected. 
The calculations were based on data from the CZSO’s household budget surveys conducted 
in 2007–2009.
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TABLE II.1 

Categories
Household has 
mortgage (%)

Household 
has diffi culties 

meeting 
obligations 

(%)

Household 
has diffi culties 

meeting 
obligations – 
change from 
2008 (p.p.)

Income category

1st quintile 2.6 7.2 1.3

2nd quintile 5.9 6.2 0.4

3rd quintile 10.7 6.1 2.9

4th quintile 18.3 3.9 0.1

5th quintile 21.1 3.0 0.9

Age of head of household

19 or below x 6.6 1.0

20–39 25.5 7.6 1.2

40–59 13.4 6.3 1.7

60 or above 2.1 1.8 0.3

Education attained by household

Primary 3.2 10.5 1.1

Secondary 12.2 4.7 0.8

Tertiary 20.1 3.6 2.5

Housing type

Owner-occupier 16.3 3.2 0.5

Open-market rent x 14.4 2.4

Regulated rent x 10.5 3.4

Marital status of head of household

Single 15.1 7.6 0.1

Married 15.2 3.9 1.1

Divorced 9.4 9.3 1.6

Widowed 2.5 2.3 1.0

Overall economic activity of household

Employed full time 17.7 4.3 1.0

Unemployed 3.1 10.5 2.0

Partially employed 17.8 7.6 1.6

Retired 0.9 0.9 0.5

Total 11.7 5.3 1.1

Source:  CZSO (EU-SILC 2008 and 2009), CNB calculation
Note:   The fi gures express the relative frequency of the phenomenon in 

the given category of households.

Relative frequency of mortgage (left) and inability to meet 
obligations (right) among households
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The number of discharge petitions is surging
The deterioration in the credit situation of households is associated 
with sharp growth in the use of “personal bankruptcy”, which can no 
longer be explained by the increased availability of this option. This 
growth testifi es to the negative impact of developments in the labour 
market, as well as to an increased ability of overindebted persons to 
resolve their situation voluntarily by means of legislation. According to 
the Czech Credit Bureau, 8,796 discharge petitions were fi led in 2010, 
of which 6,197 were approved. However, a thousand petitions a month 
were being fi led on average in the latter part of the year.
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