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A. SUMMARY

The main trends

The overall balance of payments of the Czech Republic showed a surplus of CZK 57.1 billion (EUR
1.5 billion) for 1999, with the financial account surplus of CZK 85.99 billion (EUR 2.3 billion)
outweighing the current account deficit of CZK 36.6 billion (EUR 1.0 billion). On the current account,
the reduction in external imbalance compared with previous years reflected the overall contraction in
domestic demand and the increasing export capacity of the Czech economy, driven by expanding
external demand, especially in Germany. These two factors more than offset the unfavourable effects
of the deterioration in the terms of trade due to increasing prices, particularly of energy raw materials.
The rise in raw materials prices on world markets led to a gradual worsening of the terms of trade. The
annual terms of trade stood at 97.3 points. Foreign direct investment (FDI) had a dominant position on
the financial account. Within portfolio investment, there were increased holdings of both debt and non-
debt foreign securities in the assets of banks and non-banks, particularly in Q4, which resulted in an
outflow of capital. The rise in the short-term and long-term koruna deposits of the banking sector with
foreign banks was associated inter alia with indirect financing of the FDI inflow into the Czech
Republic. These operations led to an outflow of other short-term and long-term capital. The CNB’s
interventions (foreign currency purchases) on the interbank foreign exchange market in H2 and
interest income from foreign currency assets gave a CZK 57.1 billion (EUR 1.5 billion) rise in
international reserves.

in CZK billions 1993 1994 1995 1996 1997 1998 1999
A. Current account 13,3 -22,6 -36,3 -116,5 -101,9 -43,1 -36,6
Balance of trade -15,3 -39,7 -97,6 -159,5 -144,0 -82,4 -71,3
: . . : : -128,8 -156,8
: : : : : 46,4 85,5
Services 29,5 14,1 48,9 52,2 55,9 57,9 42,6
Income -3,4 -0,6 -2,8 -19,6 -25,1 -31,7 -25,6
Current transfers 2,5 3,6 15,2 10,4 11,3 13,1 17,7
B. Capital account -16,2 0,0 0,2 0,0 0,3 0,1 -0,1
C. Financial account 88,2 97,0 218,3 113,6 34,3 94,3 85,9
Direct investment 16,4 21,5 67,0 34,6 40,5 85,2 169,9
Portfolio investment 46,7 24,6 36,2 19,7 34,4 34,5 -48,3
Other investment 25,1 50,9 115,1 59,3 -40,6 -25,4 -35,7
long-term 23,5 31,9 89,3 84,4 12,9 -29,3 -11,0
short-term 1,6 19,0 25,8 -25,1 -53,5 3,9 -24,7
D. Net errors and omissions 3,0 -6,1 15,7 -19,6 11,3 11,3 7,9
E. Change in reserves -88,3 -68,3 -197,9 22,5 56,0 -62,6 -57,1

- = increase

Note: 1) Data before 1998 not published



The current account

The favourable outturn on the current account was largely attributable to a CZK 11.1 billion year-on-
year reduction in the trade deficit to CZK 71.3 billion. Exports and imports for processing recorded
above-average increases, showing a surplus almost twice as large as in 1998 and contributing
significantly to the narrowing of the overall deficit. The rise in the volume of such trade (to 32% of total
exports and 21% of imports) testifies to the closer involvement of Czech businesses in international
collaborations.

Exports in current prices were 9.2% higher than a year earlier, with the physical volume of exports
increasing by 10.2% and export prices falling (index: 99.1). This export expansion was mostly
attributable to foreign-owned businesses producing engineering and other manufacturing products;
products with lower value-added saw a lower growth rate. By territory, the orientation of Czech foreign
trade towards EU countries (Germany in particular) strengthened, while exports to transition
economies dropped in year-on-year comparison.

Imports in current prices rose by 7.5%, with their physical volume increasing by 5.6% and prices rising
by 1.8%. The signs of recovery in domestic demand were thus accompanied by rising imports. The
largest growth was registered for imports for personal consumption (index: 111.7), due to the pick-up
in consumer demand, and for investment, notably in infrastructure (index: 109.1). The lowest growth
rate was seen in imports for intermediate consumption (index: 104.3), which, given the low economic
activity in industry, chiefly reflected the rising prices of oil and oil products.

The terms of trade worsened by 2.7 percentage points compared with 1998, largely because of the
rising prices of oil and oil products in H2. World prices as measured by the HWWA index were up by
30.1% for energy raw materials and 2.2% for industrial raw materials. Food prices were 18.7% lower
than a year earlier, despite rising in H2. The maintaining of a modest terms of trade surplus for exports
and imports of machinery is a positive phenomenon.

The accumulated surplus on other current account items was lower than in 1998, mainly because of a
smaller surplus on the services account.

The surplus on transport services widened in year-on-year comparison. Higher credits than in 1998
were achieved in railway, air, automobile and river transport. Receipts from transit of gas through
Czech territory decreased. On the debit side, payments to Slovakia for transit of oil and gas increased.

In the area of travel, the number of foreigners visiting the Czech Republic fell somewhat (according to
data on the number of days spent in accommodation facilities and the average duration of stay of
foreigners in the Czech Republic) as did the number of Czech citizens travelling abroad. The decline in
turnover in the international movement of persons was also generated by a drop in border trading,
which is becoming less attractive owing to gradual price convergence. The number of Czech citizens
travelling abroad fell as a result of the changing consumption preferences of part of the population.

The narrowing of the surplus on business services was chiefly attributable to purchases of other
business services connected with marketing, advertising, participation in fairs, etc. Increases were
also recorded in purchases of financial services and non-life insurance, rents, licence fees and
computer services provided by foreign companies. This development primarily reflects the business
policies of foreign-owned companies.

The year-on-year narrowing of the income deficit reflected a higher volume of interest on assets,
especially in the banking sector. According to preliminary estimates, earnings from direct investment
reinvested in the Czech Republic were higher than a year earlier. The volume of dividends paid to
shareholders abroad saw only a modest increase. The falling number of foreigners employed in the
Czech Republic was reflected in their wage incomes. Incomes of Czech citizens working abroad
increased.

An improvement was recorded on the current transfers account for private transfers to the population
(gifts, assistance, pensions). Within official transfers, which are received and provided by the state,
there was a year-on-year rise in payments abroad for pensions and contributions to international



organisations. On the credit side, an increase was recorded for EU financial assistance provided under
Phare.

The current account deficit in current prices narrowed to about 2% of GDP, which signals a substantial
reduction in external imbalance compared with 1996 and 1997 and a further improvement against
1998. In constant prices, however, the ratio is showing only a moderate decline and is still significant.
The pick-up in the domestic economy and the price growth on world markets may therefore lead to a
widening of the external imbalance.

Current account and balance of trade
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The capital account

Unlike in previous years, the capital account showed a modest deficit, with the volume of operations
rising mainly on the debit side. The higher debits were associated with purchases of copyrights and
licences. Another significant item in volume terms — transfers of migrants’ property — ended as
balanced. In the context of the total balance of payments turnover, transactions on the capital account
are insignificant.

The financial account
The financial account saw a net inflow of foreign funds of CZK 85.9 billion, largely owing to FDI inflow.

The main reasons for the strongest FDI inflow to date (CZK 176.7 billion) were the strengthening of the
capital of foreign-owned retail chains and foreign investment in the electricity, gas and water
distribution networks and in the banking sector.

Czech direct investment abroad remains less significant than other forms of capital outflow and is
connected with securing outlets for Czech goods through trading companies and, to a lesser extent,
with establishing or expanding manufacturing capacities.

The rise in share prices, particularly in the United States, and the convergence of domestic and foreign
interest rates stimulated the interest of banks and non-banks in holding foreign debt and non-debt
securities. Portfolio investment saw an outflow of capital compared with a year earlier.

Other capital flows increased the net outflow of funds compared with 1998. This was chiefly due to the
behaviour of commercial banks, which raised their volume of both short-term and long-term deposits
at foreign banks. The koruna funds were used in part for refinancing direct and portfolio investment in



the Czech Republic. Commercial banks minimised their drawing on new financial credits and special-
purpose lines with maturities of over one year and repaid earlier commitments.

As regards businesses’ drawing on financial loans directly from abroad, as in previous years foreign
funds continued to flow into the Czech Republic.

Debt service on medium-term and long-term liabilities fell to CZK 146.6 billion. Bank commitments
were paid off intensively. The ratio of debt service to the annual volume of goods and services exports
was 12.4%.

The CNB intervened on the interbank foreign exchange market to correct the exchange rate
appreciation. In 1999, intervention purchases amounted to CZK 52.6 billion. The CNB also carried out
operations associated with government debt servicing. International reserves increased during the
year by CZK 57.1 billion to CZK 461.4 billion (EUR 12.8 billion) and covered 4.6 months’ worth of
imports of goods and services.

The Czech Republic’s foreign debt rose to 44.8% of GDP as of the end of the year (compared with
40.4% at the start of the year) owing to the low GDP growth, higher short-term liabilities of commercial
banks and exchange rate movements. Foreign debt is still at the sensitive limit as monitored by foreign
investors. With respect to structure, the proportion of short-term debt increased to 38.4%. Almost 50%
of the total foreign debt is in the corporate sector.
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The deficit on the international investment position (the difference between financial assets and
liabilities) narrowed by CZK 35.3 billion in 1999 to CZK 83.6 billion as of the year-end. This
improvement is attributable to the reduced imbalance on the current account and to favourable
exchange rate developments. The above deficit includes the transfer of the CNB'’s receivable from the
National Bank of Slovakia from the non-resident position to the resident position in connection with the
settlement between the two countries.

The developments in external economic relations in 1999 confirmed the elimination of the unbalanced
tendencies of previous years, especially in the current account area. At the same time, the pick-up in
domestic demand combined with the gradual rise in world prices led to a widening of the trade deficit,
particularly in Q4. The present trend of FDI inflow outweighing the deficits on other balance of
payments items should continue into future years thanks to the expected privatisation of state interests
and to investment incentives.



B. DETAILED PART

1. THE CURRENT ACCOUNT

1.1 The trade balance
The trade balance ended 1999 with a deficit of CZK 71.3 billion (EUR 1.9 billion), or 3.9% of GDP

(compared with a deficit of 4.6% in 1998). The year-on-year narrowing of the deficit resulted from
exports growing faster than imports in current prices.

Overall trade balance in CZK billions

1993| 1994 1995 1996 1997 1998 1999
Trade balance -15,3| -39,8 -97,6] -159,5| -144,0 -82,4 -71,3
Exports 414,8| 458,4| 569,5| 588,8] 722,5| 850,3] 928,9
Imports 430,1| 498,2| ©667,1| 748,3] 866,5| 932,7| 1000,1
Turnover 844,9] 956,6| 1 236,6{ 1 337,1] 1 589,0] 1 783,0] 1 929,0

Note: In line with IMF methodology, interest on supplier credits
has been deducted from the data to 1996 on both the import
and export side and the market value of natural gas supplied

from the Russian Federation has been added to imports, including for 1998.

The year-on-year improvement in the trade balance was attributable chiefly to a surplus of CZK 85.5
billion for inward and outward processing, up CZK 39.1 billion on a year earlier. Inward processing
(processing in the Czech Republic) was the most important, showing a surplus of CZK 92 billion,
compared with a deficit of CZK 6.5 billion for outward processing (processing abroad).

Goods structure according to IMF methodology for balance of payments compilaton, in CZK billions

1998 1999

Exports total 850,3 928,9
general merchandise 613,2 631,1

goods for processing 236,4 297,0

non-monetary gold 0,7 0,8

Imports total 932,7 1000,1
general merchandise 742,3 788,4

goods for processing 190,0 211,5

non-monetary gold 0,4 0,3

Balance total -82,4 -71,3
general merchandise -129,1 -157,3

goods for processing 46,4 85,5

non-monetary gold 0,3 0,5

Note: Repairs on goods and goods procured in ports not included

Exports in current prices in 1999 were 9.2% higher than a year earlier. Exports in physical terms rose
by 10.2% (in 1998 prices) while export prices dropped by 0.9%. There were particularly strong
increases in exports of machinery and transport equipment, raw materials and miscellaneous
manufactured articles.



A trend towards a pick-up in the year-on-year growth rate of exports was visible, particularly in the final
months of Q4.

Year-on-year export indices in 1999 in 1998 prices
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Note: CNB calculation (monthly export index adjusted for the CSO monthly sample index of nominal export
prices)

Imports in current prices in 1999 were 7.5% higher than a year earlier. Imports in physical terms
increased by 5.6% and import prices by 1.8%. The increase in imports was concentrated in
miscellaneous manufactured articles, machinery and transport equipment and fuels. During the year,
the import volume saw cyclical development, with a tendency towards higher growth at the end of the
year.

Year-on-year import indices in 1999 in 1998 prices
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Note: CNB calculation (monthly import index adjusted for the CSO monthly sample index of nominal import
prices)



1.1.1 Factors influencing the trade deficit

The export growth was fostered by the following factors in particular:

* a dynamic rise in goods exported after inward processing, in particular for foreign-owned firms
(index of goods exported after inward processing: 126.1; their share of exports showed a year-on-
year rise from 26.4% to 30.4%);

e growing demand, especially in Germany (year-on-year economic growth: 2.4%); this exceeded the
decline in demand in transition economies.

State support for exports provided by Ceskéa exportni banka (CEB) and Exportni a garanéni pojistovna
(EGAP) also had a pro-export effect (by improving the non-price competitiveness of exporters). CEB
concluded credit agreements totalling CZK 12.6 billion, which is almost 50% higher than a year earlier.
Of the agreements concluded last year, exports of machinery and transport equipment, including
complete plant equipment, account for almost 90%. The credits provided represent around 3% of
machinery exports. EGAP insured credits worth CZK 47 billion (almost 12% of total machinery
exports), an increase of 35% on 1998. Exports totalling approximately CZK 21 billion were insured
against commercial risks and CZK 26 billion against territorial risks. Nearly 40% of the commercially
insured exports went to Germany.

The import growth was due in particular to:
* rising prices of energy raw materials, notably oil, on world markets

* the moderate increase in domestic demand in H2, accompanied by an upturn in imports for
intermediate consumption and household consumption.

1.1.2 Terms of trade

The terms of trade were affected by prices on world markets and by the year-on-year weakening of the
koruna’s nominal exchange rate against the dollar and the euro. The decline in prices on world
markets halted in 1999 Q1 and was followed by a rapid pick-up, especially in oil prices. Import prices
grew faster than export prices, and from April onwards the terms of trade started to worsen. Despite
increasing at the end of the year, export prices declined by 0.9% in year-on-year comparison, while
import prices rose by 1.8%. In 1999, the terms of trade worsened (index: 97.3).

The prices of the main commaodity groups on world markets saw mixed development during the year,
although in general they showed a rising trend. After hitting a low of 62.8% in February (the 1990
level) the HWWA aggregate index of raw materials prices grew steadily to reach 98.1% at the year-
end. Raw materials prices as measured by the HWWA index were almost 12% higher than a year
earlier. Food prices fell by 18.7% (thanks to last year's bumper harvest of agriculture commodities)
and industrial raw materials prices dropped by 2.2%. Energy raw materials, particularly crude oil, saw
an enormous rise in prices. The reduction in oil extraction caused a steady rise in its price from the
fourteen-year low reached in February, with the price of Ural crude oil rising from USD 9.36 per barrel
to reach USD 25.29 in December. The HWWA index of energy raw materials prices showed a year-
on-year increase of 30.1%, owing to the growth in oil prices.
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The trend in prices on foreign markets coupled with the depreciation of the koruna against the dollar
had the biggest effect on import prices of fuel (year-on-year index: 125.6). There was an improvement
in the average annual terms of trade in the groups of food, raw materials, chemicals, and machinery
and transport equipment.

The terms of trade according to CSO sample indices (previous year = 100)

SITC groups Export price index Import price index Terms of trade

99 Q1 Q2 Q3 Q4] 99 Q1 Q2 Q3 Q4] 99 Q1 Q2 Q3 Q4
0 Food 93,4] 94,5| 94,5 101,2| 88,9 91,5 96,4| 100,8] 105,1| 103,3| 98,0[ 100,4
1 Beverages, tobacco 94,5 99,2 93,9 98,8 97,8 97,8] 102,6] 102,9] 96,6 101,4| 91,5 96,0
2 Raw materials 93,7 96,4| 101,4| 108,7| 90,0 96,4 98,5| 103,7| 104,1| 100,0{ 102,9] 104,8
3 Fuels 85,5| 98,3| 107,9| 119,9] 74,8| 106,1]| 143,3] 198,6] 114,3| 92,6 75,3 60,4
4 Fats, oils 99,4] 94,5 90,0 92,9| 112,7| 108,3] 91,4 86,2 88,2 87,3 98,5] 107,8
5 Chemicals 86,6| 95,4| 102,1| 114,8] 89,6] 95,3] 101,1] 108,3] 96,7| 100,1| 101,0] 106,0
6 Manufactured goods class. by material 94.8] 94,3| 95,8] 100,8] 96,0 98,5] 100,5] 103,1| 98,8| 95,7| 95,3| 97,8
7 Machinery and transport equipment 99,9] 101,0| 100,3] 103,2] 97,4| 100,2] 102,6] 103,5| 102,6] 100,8] 97,8 99,7
8 Misc. manufactured articles 100,1| 102,0| 102,3| 102,4] 101,2]| 102,5| 102,5( 102,6] 98,9 99,5 99,8] 99,8
9 Not classified elsewhere 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Total 95,4] 97,6] 99,2| 104,3] 93,2 99,1] 104,7] 111,1] 102,4| 98,5 94,7 93,9

1.1.3 Foreign trade by territory

By export territory, there was greater orientation towards advanced market economies, which
accounted for 74.7% of total exports. Exports to EU countries showed the strongest growth. Lower
sales of Czech goods were recorded in Russia (down 37%) and Ukraine (down 40%) owing to the
downturn in economic activity there. Also, exports to Slovakia decreased by 15.5% owing to restrictive
measures (on 1 June 1999 Slovakia introduced an import surcharge of 7.5% on around 75% of
imported goods). Exports to China were up by 39.4%, thanks chiefly to expanding car sales. These
changes led to a decline in the share of transition economies to 22% of the total exports volume.

By import territory, 1999 saw year-on-year growth in imports from EU countries (up 8.4%) and from
other advanced market economies (up 16.8%), which led to a rise in the share of these groups of
countries in total imports to 73.6%. The share of imports from transition economies and developing
nations fell moderately.
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Territorial structure of foreign trade

Country group Share in exports in %| Share in imports in %|Trade balance in CZK billions

1998 1999 1998 1999 1998 1999
Countries with transition or state economies 26,6 22,0 22,9 21,8 13,8 -13,5
- CEFTA countries 20,3 17,5 14,0 13,5 41,9 28,0
Advanced market economies 69,5 74,7 72,4 73,6 -81,4 -41,8
- EU states 64,2 69,2 63,5 64,0 -44.1 2,8
- EFTA states 1,7 1,9 2,3 2,4 -6,3 -6,5
- other states with adv. market economies 3,6 3,6 6,6 7,2 -31,0 -38,1
Developing nations 3,8 3,3 4.6 4.4 -10,2 -13,1
Not specified 0,1 0,0 0,1 0,2 -0,8 -1,5
Total 100,0 100,0 100,0 100,0 -78,6 -69,9

A fundamental change in trade occurred with respect to EU countries, where for the first time since
1993 there was a surplus (of CZK 2.8 billion, compared with a deficit of CZK 44.1 billion in 1998). The
improved year-on-year result was largely attributable to a trade surplus with Germany (which
increased to CZK 52.2 billion from CZK 6.8 billion in 1998). The trade balance also improved thanks to
improvements in the year-on-year trade balances with Austria and the Netherlands. The overall lead of
exports over imports with most EU countries indicates shift in orientation towards industrialised
nations.

Territorial structure of foreign trade with selected EU countries

EU countries Share in exports in %| Share in imports in % | Trade balance in CZK billions

1998 1999 1998 1999 1998 1999
Germany 38,5 42,1 34,5 33,9 6,8 52,2
Austria 6,3 6,4 5,9 5,6 -0,9 3,7
Italy 3,8 3,6 5,2 53 -17,0 -19,5
France 3,4 3,9 4,5 54 -12,9 -17,3
United Kingdom 3,4 3,4 3,8 3,8 -6,5 -6,5
Netherlands 23 2,4 2,4 2,4 -3,0 -0,9
Belgium 2,0 2,0 2,0 21 -1,9 -2,0
Other EU countries 4.5 5,4 52 55 -8,7 -6,9
Total 64,2 69,2 63,5 64,0 -44.1 2,8

The trade deficit widened vis-a-vis both other advanced market economies and developing nations.
Another feature of the territorial structure is a gradual narrowing of the trade surplus with Slovakia
(from CZK 23.7 billion in 1998 to CZK 15.5 billion). Coupled with the widening of the deficit with the
Russian Federation (the increase in prices of imported oil), this gave a trade deficit with transition
economies, compared with the previous surplus.

1.1.4 Foreign trade by commodity

On the export commodity side, there was a further increase in the share of products with higher value
added. Machinery and transport equipment exports rose from 41.3% to 43.2% of total exports Year-
on-year declines in exports were recorded for tobacco, coal and metals (iron and steel exports alone
dropped by CZK 8 billion; index: 83.3).

As regards the most significant group by weight — machinery and transport equipment — considerable
growth was recorded for road vehicles (up CZK 21 billion; index: 120.1%), power generating
machinery and equipment (up CZK 17.2 billion; index: 123.6) and machinery specialised for particular
industries. For miscellaneous manufactured articles, the higher foreign demand showed up positively
in an increase in exports of furniture and parts thereof, footwear, plastic products, printed matter and
tyres. One specific feature of the export structure in 1999 was a sharp rise in products exported after
inward processing (index 126.1), especially in the areas of electronics, electrical machinery, metal
manufactures and furniture. Their share of exports rose from 24.1% to 30.4%.

11



Export commodity structure

SITC groups Exports in CZK billions| Index in % | Share in total in % |Difference in CZK bn

1999/1998 1998 1999 1999/1998
0 Food 28,4 26,3 92,6 3,3 2,8 -2,1
1 Beverages, tobacco 9,3 7,8 84,1 1,1 0,8 -1,5
2 Raw materials 29,4 34,3 116,4 3,5 3,7 4.8
3 Fuels 27,1 26,5 97,7 3,2 2,8 -0,6
4 Fats, oils 1,3 1,0 72,0 0,2 0,1 -0,4
5 Chemicals 65,5 66,9 102,1 7,7 7,2 1,4
6 Manufactured goods class. by material 225,0 236,6 105,2 26,5 25,5 11,6
7 Machinery and transport equipment 350,9 401,3 114,4 41,3 43,2 50,5
8 Misc. manufactured articles 112,3 127,2 113,2 13,2 13,7 14,9
9 Not classified elsewhere 1,0 1,0 94,6 0,1 0,1 -0,1
Total 850,3 928,9 109,2 100,0 100,0 78,6

The import commodity structure saw an increase in machinery imports, including parts for assembly; a
rise in imports of oil and oil products owing to the aforementioned price developments; and growing
foreign supplies of manufactured articles. Particularly large increases were recorded for imports of
power-generating machinery and equipment, including supplies for the Temelin nuclear power station,
(up CZK 4.1 billion; index: 115.7), metal working machinery (up CZK 3.2 billion; index: 126.1),
telecommunications equipment (up CZK 5 billion; index: 119.2), electric machinery, apparatus and
appliances (up CZK 7.8 billion; index: 108), cars (up CZK 3.5 billion; index: 117.6), car parts and
accessories (up CZK 5 billion; index: 116.9) and aircraft (up CZK 4 billion; index: 120.2). The large
number of imports of second-hand cars compared with the previous period was due to stockpiling by
importers ahead of the expiry of technical concessions for second hand cars as of 31 December 1999.
Lower year-on-year imports were recorded for raw materials — in connection with a decline in domestic
demand for iron ore, textile fibres, organic chemicals and iron and steel semi-manufactures. The value
of fuel imports was around CZK 5.6 billion higher than a year earlier, largely owing to price
movements, despite a material saving in oil imports of around 1 million tonnes. In contrast to the
decline in oil imports, the volume of imports of finished oil products rose; this is linked with ownership
changes in the fuel and oil distribution network.

The declining raw material imports indicate the subdued activity of domestic producers, particularly in
the metallurgical and oil refining industries. Imports for inward processing accounted for 19.1% of total
imports, while products imported after outward processing accounted for only 2.1%.

Import commodity structure

SITC groups Imports in CZK | Index in % | Share in total in % | Difference in CZK bn

1998 1999| 1999/1998 1998 1999 1999/1998
0 Food 459 46,0 100,4 4,9 4,6 0,2
1 Beverages, tobacco 8,0 7,9 98,5 0,9 0,8 -0,1
2 Raw materials 36,2 31,1 85,8 3,9 3,1 -5,1
3 Fuels 60,2 65,3 108,4 6,5 6,5 5,0
4 Fats, oils 2,8 2,5 88,2 0,3 0,3 -0,3
5 Chemicals 112,6 119,9 106,4 12,1 12,0 7,3
6 Manufactured goods class. by material 193,8 205,4 106,0 20,9 20,6 11,6
7 Machinery and transport equipment 366,3 403,3 110,1 394 40,4 37,0
8 Misc. manufactured articles 102,6 116,9 114,0 11,0 1,7 14,4
9 Not classified elsewhere 0,5 0,4 75,1 0,1 0,0 -0,1
Total 928,9 998,7 107,5 100,0 100,0 69,8

The year-on-year improvement in the trade balance was fostered by a significantly narrower trade
deficit for machinery and transport equipment and by a switch from deficit to surplus for raw materials.
The favourable trend in these groups helped to cover the year-on-year widening of the deficits for
chemicals, fuels, food, and beverages and tobacco.
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Ttrade balance commodity structure in CZK billions

SITC groups Trade balance Change
1998 1999 + -

0 Food -17,5 -19,8 -2,3
1 Beverages, tobacco 1,3 0,0 -1,4
2 Raw materials -6,8 3,2 10,0
3 Fuels -33,2 -38,8 -5,7
4 Fats, oils -1,5 -1,5 0,0
5 Chemicals -47 1 -53,0 -5,9
6 Manufactured goods class. by material 31,2 31,2 0,0
7 Machinery and transport equipment -15,4 -2,0 13,4
8 Misc. manufactured articles 9,8 10,3 0,5
9 Not classified elsewhere 0,5 0,6 0,1
Total -78,6 -69,9 8,8

By direction of use, imports for investment rose by 9.1%. These imports were channelled into
infrastructure, some industries (e.g. manufacture of cars and electrical equipment, oil refining, and
power generation) and into expanding and modernising the retail network.

Imports for intermediate consumption rose by 4.3%. Given the weak domestic economic activity, the
growth was associated with the higher prices of oil and oil products.

Imports for personal consumption grew at the fastest rate (index 11.7), with the growing domestic
demand being saturated by imports. More significant growth in imports was recorded for medicinal and
pharmaceutical products, second-hand cars, glass and pottery, furniture, apparel, photographic
apparatus, printed matter, baby carriages, toys, musical instruments and plastic products.

The representation of high technology products (HTPs) in foreign trade gained in significance, with
HPT exports rising from 7.4% to 8% of total exports. Almost all items showed faster growth, especially
electrical machinery (index: 133.7) and aircraft (index: 146.2).

Imports of items listed as HTPs rose from 12.3% to 13.9% in connection with imports of aircraft (index:
134.7), computers (index: 111.6), electronics and telecommunications equipment (index: 124.2),
electrical machinery (index: 121.8) and non-electrical machinery (index: 176.1).

The HTP trade deficit widened by CZK 14 billion, with growth of HTP imports (index: 121.8) outpacing
that of exports (index: 117.2). The deficit widened mainly in branches highly dependent on imports —
computers, electronics and telecommunications equipment.

Exports and imports of high technology products (HTPs)

Share in total Export Share in total [Importindex| Trade balance in

HTP category exports in % index in % | importsin % in % CZK billions

1998 1999| 1999/1998 1998 1999| 1999/1998 1998 1999
Aircraft 1,4 1,9 146,2 1,8 2,2 134,7 -4,5 -4,6
Computers 1,0 0,9 93,2 2,7 2,8 111,6 -16,7 -20,2
Electronics and telecommunications 1,3 1,3 108,5 3,7 4,2 124,2 -23,2 -30,5
Pharmaceuticals 0,3 0,3 105,3 0,8 0,8 108,4 -5,4 -6,0
Scientific equipment 0,5 0,5 108,2 1,4 1,3 104,1 -8,2 -8,4
Electrical machinery 1,2 1,5 133,7 0,5 0,6 121,8 57 8,1
Chemicals 0,4 0,4 111,8 0,7 0,7 108,2 -3,1 -3,2
Non-electrical machinery 1,0 1,0 102,6 0,7 1,2 176,1 2,2 2,7
Other HTPs 0,3 0,3 118,1 0,0 0,1 152,5 2,1 2,3
HTPs 7,4 8,0 117,2 12,3 13,9 121,8 -51,2 -65,2
Total 100,0 100,0 109,2] 100,0 100,0 107,5 -78,6 -69,9

Source: CR Ministry of Industry and Trade
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1.2 Services

In 1999, the services account showed a surplus of CZK 42.5 billion (EUR 1.2 billion). Compared with
1998, credits fell by CZK 2.2 billion while debits increased by CZK 13.1 billion. The surplus on services
was thus CZK 15.3 billion smaller than in 1998. The surplus on foreign travel declined by CZK 5.7
billion, while the surplus on transport services rose by CZK 3.8 billion. The deficit on the other services

account widened by CZK 13.4 billion.

in CZK millions
1993 1994 1995 1996 1997 1998 1999

Balance on services 29 465,2| 14052,8/ 48881,2| 52198,9] 559350 57854,7 42 544,3
of which:
Credit 137 691,2| 148 404,0| 178 270,4| 222 030,4| 227 193,6] 241 801,2] 239 622,6
Transport 36 186,6| 35757,9] 38757,4 36209,6] 41661,6] 44 829,3 53 433,9
Travel 45 437,41 64 170,3| 76 301,3| 110 620,01 115 700,0| 120 000,01 105 000,0
Other services 56 067,2| 48475,8] 63211,7| 75200,8] 69832,0] 769719 81188,7
Debit 108 226,0| 134 351,2| 129 389,2| 169 831,5| 171 258,6| 183 946,5| 197 078,3
Transport 21402,1| 24 542,41 21208,9 18983,3] 19973,6] 22794,0 27 560,0
Travel 15 368,3| 45605,6]/ 43330,3] 80170,0] 75500,0] 60 300,0 51 000,0
Other services 71455,6| 64 203,2] 64 850,001 70678,2| 75785,0] 100852,5] 118518,3

Compared with 1998, total credits in the area of international freight and passenger transport rose by
CZK 8.6 billion and debits increased by CZK 4.8 billion.

According to preliminary data from the banking statistics and information directly from transporters,
services in railway, air, automobile and river transport showed a surplus of CZK 3.1 billion, whereas a
year earlier credits and debits had been more or less balanced.

Net revenues from oil and gas pipeline transit were CZK 0.7 billion lower than a year earlier. Gas
pipeline transit through the Czech Republic to Western Europe brought in CZK 8.9 billion, a decrease
of CZK 0.2 billion. Germany paid CZK 3.5 billion in cash. The transit fee for gas supplies from Russia
amounted to CZK 5.4 billion. The year-on-year decline of CZK 0.4 billion was due in particular to a
change in the manner of setting the fee. A total of CZK 3.1 billion was paid for gas and oil transit
through Slovakia (CZK 0.5 billion higher than a year earlier), and CZK 0.6 billion was paid for use of
the Ingolstadt pipeline.

The value of services connected with transport of goods plus their insurance, storage, etc., and
included in the price of the exported goods, was CZK 17.6 billion; the year-on-year increase in exports
accounted for CZK 1.4 billion of these costs.

According to the Czech Statistical Office, 100.8 million foreigners visited the Czech Republic in 1999,
2 million fewer than a year earlier (index: 98.0). Foreigners and other visitors spent CZK 15 billion less
during their stays, a decline of 12.5%. The fall in receipts from travel is associated with a decline in the
use of accommodation facilities by foreigners (due inter alia to reduced travel to Central Europe in
connection with the Kosovo events). The overall level of credits from tourism was also affected by
domestic prices; restaurant and hotel prices rose by 2% and 8.9% respectively. In line with the
worldwide trend, food prices fell by 3.4%. The decline in turnover in the international movement of
persons was also generated by a decrease in border trade, which is becoming less attractive owing to
gradual price convergence.

Almost 40.0 million Czech citizens travelled abroad (down 3.6 million from a year earlier). Their total
spending was CZK 9.3 billion lower. The more than 15% decrease in spending compared with 1998
testifies to a change in the structure of household spending, with savings in family budgets mainly
affecting foreign holidays and shopping trips abroad. Fewer families are travelling abroad than in
previous years, although the time they spend abroad has been lengthening. This is also evidenced by
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the steady growth in sales at the major travel agencies. Czech citizens travelled most to Croatia,
Slovakia and ltaly.

In 1999, the basis for determining both credits and debits from travel was the banking statistics data —
purchases of foreign currencies from foreigners and sale to Czech citizens at banks and exchange
offices, the use of payment cards, and foreign payments of travel agencies and hotels through
domestic banks. The reported figures were supplemented with estimates of credits and debits not
captured in the statistics (e.g. private accommodation).

The credits and debits on the balance of payments associated with foreign travel between 1993 and
1999 are illustrated in the following chart:

Credits and debits from foreign travel
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The balance on other services ended 1999 with a deficit of CZK 37.3 billion. According to the banking
statistics, credits increased by CZK 4.2 billion and debits rose by CZK 17.7 billion, so the deficit on
other services was CZK 13.5 billion wider than a year earlier.

On the credit side, the biggest increases were seen for services in the cultural, sports and recreational
area, intermediation and postal services and for non-life insurance. In contrast, the biggest fall was
recorded for rental and leasing of intangible assets (film rental, sound and picture recordings).
Government revenues declined, as did funds credited to foreign firms’ representations in the Czech
Republic. Within payments, the “other business services” item, under which are recorded various
business services not included in individual payment items, saw the highest growth. Non-life
insurance, financial services, rents, computer and information services, royalties and licence fees also
showed higher debits. In contrast, substantially lower debits were recorded for audiovisual services,
construction and assembly work, telecommunications and communications services and life and
pension insurance.

In 1999, the trade deficit narrowed by approximately 15% against 1998. However, receipts from

services fell by more than a quarter. The resulting deficit on goods and services thus widened by CZK
4.2 billion.

in CZK millions

1993 1994 1995 1996 1997 1998 1999
Trade balance -15 313,0| -39 750,9( -97 598,6] -159 538,6| -144 025,9| -82 394,8| -71 281,8
Balance on services 29 465,2| 14 052,8| 48 881,2 52 198,9 55 935,01 57 854,7| 42544,3

Balance on goods and services 14 152,2| -25698,1| -48 717,4| -107 339,7| -88090,9]| -24 540,1| -28 737,5
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1.3 Income

The income account showed a deficit of CZK 25.6 billion (EUR 0.7 billion), around CZK 6.2 billion
smaller than a year earlier. The credit side showed a year-on-year increase of CZK 8.1 billion, while
the debit side (interest payments, dividends paid to foreign investors and wages of foreigners working
in the Czech Republic) recorded an increase of CZK 1.9 billion.

in CZK millions

1993 1994 1995 1996 1997 1998 1999
Income balance -3424,7 -580,8| -2 804,0( -19 611,0| -25 102,4| -31 708,0] -25564,1
of which:
Credit 15952,0] 22 713,2| 31696,1| 317659 44 696,01 49056,6| 57 135,6
Debit 19 376,7| 23 294,01 34 500,1| 51 376,9| 69798,4| 80764,6| 82699,7

Income from CNB assets (securities, deposits with foreign banks, credits extended and gold reserves)
increased by CZK 2.0 billion against 1998 to CZK 18.6 billion. However, in contrast, interest paid
abroad stood at CZK 1.8 billion, down CZK 0.2 billion from a year earlier.

Interest payments on loans from the World Bank and G24 governments and on financial credits drawn
in the past by CSOB amounted to CZK 0.9 billion, while payments of interest on earlier-provided
government credits were only CZK 0.2 billion.

As the year-on-year increase in commercial bank assets (deposits abroad and credits extended)
considerably exceeded the increase in liabilities ensuing from credits and deposits accepted, the net
interest income of banks was CZK 5.0 billion higher than in 1998.

The corporate sector’s interest payments abroad exceeded interest received by CZK 14.5 billion.
Given the balanced interest account for supplier credits, this amount is attributable to interest on
credits accepted from foreign banks and from the parent firms of foreign-owned businesses. The total
volume of these credits was CZK 303.0 billion at end-1999.

Investment in the securities of Czech businesses and banks yielded foreign investors a total of CZK
27.4 billion, up CZK 5.2 billion from a year earlier. Of this, dividends within direct investment were CZK
6.7 billion and income from portfolio investment (dividends and interest on bonds) was CZK 12.7
billion. Reinvested earnings are estimated at CZK 8.0 billion, which for investment in the Czech
Republic is CZK 2.2 billion higher than in 1998. Ownership interests in foreign businesses and
holdings of foreign securities yielded domestic entities earnings of CZK 2.9 billion.

According to information from the Ministry of Labour and Social Affairs, the number of foreigners
employed legally in the Czech Republic stood at 93,500 at end-1999. Against end-1998, this
represents a decrease of 17,800. Nevertheless, it is estimated that the total number of foreigners
working in the Czech Republic remains essentially unchanged. There has been an increase in illegally
employed foreigners as well as in foreigners doing business in the Czech Republic, of which 58,400
were registered as of 31 December 1999 (13,400 more than a year earlier). In 1999, foreigners with
short-term residency status (including the estimate for illegally employed persons) accounted for
approximately 4% of the total average number of employed persons; in total they earned
approximately CZK 12.0 billion. The incomes of Czech citizens working abroad are estimated at CZK
3.3 billion.
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1.4 Current transfers
Current transfers showed a surplus of CZK 17.7 billion (EUR 0.5 billion), up CZK 4.5 billion from 1998.

With respect to private transfers, the majority of which involve household transfers, the surplus rose by
CZK 5.4 billion to CZK 16.3 billion. In contrast, government transfers saw a year-on-year decline in
surplus of approximately CZK 0.9 billion. This was chiefly due to higher payments of pensions abroad
and contributions to international organisations and to lower tax incomes. The government transfers
surplus was CZK 1.4 billion.

in CZK millions
1993 1994 1995 1996 1997 1998 1999

Current transfers 2 559,21 3635,7( 15190,1| 10 440,1| 11 337,1| 13 147,1| 17 686,6
(unrequited)

of which:
Credit 7 024,5| 8 523,3| 17 631,6| 16 752,7| 27 402,5| 25 387,9| 36 784,3
Debit 4 465,3| 4 887,6| 2441,5| 6312,6| 16 065,4] 12 240,8| 19 097,7

During 1999, around CZK 2.7 billion was released for the Czech Republic from the Phare fund (i.e.
50% more than in 1998). A total of CZK 2.3 billion was drawn for specific cross-border co-operation
and regional development projects and for educational and environmental programmes.

Bilateral assistance from G24 governments amounted to CZK 52.2 million, only one fifth of the level a
year earlier. The largest donors were Germany (financing of supplies of computers and equipment for
pollution measurement totalling CZK 21.3 million) and Switzerland (equipment for gas furnaces
totalling CZK 17.0 million).

2. THE CAPITAL ACCOUNT

The capital account, on which are recorded capital transfers connected with migration of citizens, with
ownership rights and with transfers of non-financial tangible assets (patents, copyrights, etc.), ended
1999 with a moderate deficit of CZK 73 million. This outcome was affected in particular by a deficit on
purchases and sales of licences.

in CZK millions
1993 1994 [ 1995| 1996 199711998 | 1999
Capital account in H1 -16 175 0 179 | 16 | 316 | 66 -73
Note: The sum -CZK 16,175 for 1993 represents transfers of shares from the first wave of voucher
privatisation between the CR and the SR

3. THE FINANCIAL ACCOUNT

The financial account ended 1999 with a surplus of CZK 85.9 billion (EUR 2.3 billion). The inflow
structure of foreign capital was more favourable than in previous years. Foreign direct investment,
which considerably exceeded the outflow of other investment, had the dominant share. In 1999, the
activity of Czech entities trading in foreign securities increased significantly, leading to a net outflow of
portfolio investment. Other short-term investment saw an outflow of short-term and long-term portfolio
investment, particularly through increased bank deposits in both foreign currencies and Czech
korunas. The koruna banking funds were used by foreign entities inter alia to finance direct and
portfolio investment in the Czech Republic.
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Financial account in 1993-1999

in CZK billions

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
Financial account 88,2 97,0| 218,3] 113,6] 34,3| 94,3 85,9
Direct investment 16,41 21,5 67,0 34,6] 40,5| 85,2 169,9
- Czech abroad -2,6| -3,51 -1,0] -4,2| -0,8] -2,5 -6,8
- foreign in the Czech Republic 19,0| 25,01 68,01 38,8] 41,3| 87,71 176,7
Portfolio investment 46,7 24,6] 36,2 19,7] 34,4 34,5 -48,3
- Czech abroad -6,71 -1,3| -8,6| -1,3] -6,01 -0,8] -65,6
- foreign in the Czech Republic 53,4 25,91 44,71 21,0] 40,4| 35,3 17,3
Other investment 25,11 50,9| 115,11 59,3| -40,6| -25,4] -35,7
1. Long-term investment 23,5] 31,91 89,31 84,4 12,9 -29,3] -11,0
- credits granted abroad 13,4] 12,0 1,4] -10,8] -11,1] -24,8] -23,3
- credits accepted from abroad 10,1] 19,9 87,91 95,2| 24,01 -4,5 12,3
2. Short-term investment 1,6] 19,0 25,8] -25,1| -53,5| 3,9 -24,7

Note: Data on direct investment in 1996 corrected as of 2 May 1999

3.1 Direct investment
3.1.1 Czech direct investment abroad

In 1999, the outflow of direct investment abroad amounted to CZK 6.8 billion (EUR 184.6 million). By
sector, trade and trade services had the biggest share (65.6%). Next came manufacture of other
transport equipment (12.4%), real estate activities (7.2%), financial intermediation (6.6%), publishing
and printing (3.1%) and manufacture of food products (1.5%).

By territory, most domestic investment was channelled into Slovakia (41.6%). Second was the British
Virgin Islands (25.0%), a territory attractive for investors because of its tax haven status. Next were
Poland (11.8%), the United Kingdom (3.8%), Canada (3.3%), Hungary (3.2%), Germany (2.8%) and
Latvia (1.9%).

The area of direct investment from the Czech Republic abroad is undergoing a period of stabilisation.
Many companies are showing losses for their foreign investments or are being forced to close their
subsidiaries. In contrast, the number of investors focusing on offshore centres — areas with low tax
rates and flexible banking and commercial services — is growing. In general, the outflow of investment
from the Czech Republic is showing a steady upward trend. This is linked with the inflow of foreign
investment into our economy. Foreign investors are often expanding into other countries, particularly
transition economies, through their subsidiaries in the Czech Republic. The main reason for the Czech
direct investment abroad is to secure outlets for Czech goods abroad through trading organisations
and, to a lesser extent, to expand production by establishing manufacturing capacities abroad.

3.1.2 Foreign direct investment in the Czech Republic

In 1999, the inflow of FDI into the Czech Republic totalled CZK 176.7 billion (EUR 4.8 billion), of which
CZK 168.7 billion (EUR 4.6 billion) was investment in equity capital. This is an all-time high since the
establishment of the Czech Republic and more than double the 1998 level. It was the result of several
factors combined: the privatisation of state-owned property, the expansion of foreign retail chains and
capital increases in foreign-owned businesses. In 1999, the FDI inflow exceeded 9% of GDP.
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Inflow of FDI in equity capital compared with GDP
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Green-field investments were also implemented, some of them with the help of investment incentives.
The system of investment incentives should become a major stimulus for foreign investors to enter the
Czech economy. In the Czech Republic, this system had been regulated by several government
decrees adopted during 1998 and 1999, when the Act on Investment Incentives was under
preparation. This Act was passed by Parliament in January 2000.

The investment incentives encompass tax relief, subsidies for high technology equipment, transfer of
land owned by the state, and material support for job creation and retraining of employees. To obtain
such incentives, the investor must establish a new manufacturing plant or modernise an old one,
invest at least CZK 350 million (of which at least CZK 145 million must be covered by owners’ equity),
repay the money used for acquiring fixed assets within three years, and ensure environmentally
friendly production. If the investment is in a region where the unemployment rate exceeds the national
average by 25%, the threshold for receiving the incentive is reduced to CZK 175 million, with half of
this amount having to be covered by owners’ equity. The Act further stipulates the manufacturing
sectors into which the investment must be channelled, thereby ensuring the condition of a high
technology gain.

In 1999, the inflow of FDI was most strongly affected by the sale of the state stake in Ceskoslovenska
obchodni banka to KBC Bank of Belgium.

Half the total inflow comprised investment in two sectors — trade and trade services (25.2%) and
financial intermediation (25.0%). The third-highest investment inflow was recorded for electricity, gas
and water supply (9%), which reflected the ongoing privatisation of distribution companies. Next were
manufacture of food products (4.4%), manufacture of non-metallic mineral products (3.5%), hotels and
restaurants (3.3%), manufacturing of motor vehicles (2.9%) and real estate activities (2.6%). Of the
other sectors, manufacture of fabricated metal products, manufacture of chemical products,
communications, insurance and coal mining saw the highest volumes.

By territory, the largest investors were Belgium (25.3%), Germany (16.0%) and the Netherlands
(15.0%). Next came Austria (12.9%), the USA (11.5%), Switzerland (6.3%), the United Kingdom
(3.5%) and France (3.3%).

Between 1 January 1990 and 31 December 1999, the volume of FDI in the Czech Republic was CZK
517.7 billion (EUR 14.3 billion). With the ongoing privatisation, particularly in the banking sector and
the telecommunications area, the inflow of FDI should remain robust into the next period. The Act on
Investment Incentives should also start to have a stronger influence.
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3.2 Portfolio investment

Compared with previous years, when there had been a net inflow of portfolio investment every year,
there was a turnaround in 1999, with Czech investment abroad exceeding foreign investment in the
Czech Republic by CZK 48.3 billion (EUR 1.3 billion).

Purchases of foreign securities by residents outstripped sales by CZK 65.6 billion (of which CZK 18.0
billion for equity securities and CZK 47.6 billion for debt securities). Most of the transactions were
carried out by commercial banks. As of 31 December 1999, foreign securities held by residents
amounted to CZK 104.3 billion (EUR 2.9 billion).

Net inflow of foreign portfolio investment was CZK 17.3 billion (EUR 0.5 billion). Trading in domestic
securities was 25% higher than a year earlier. The most traded securities with respect to volume were
the shares of SPT Telecom, CEZ and Komeréni banka. The net amount invested in equity securities
was CZK 4.4 billion. The majority of the investment in shares was connected with purchases of blocks
of shares of selected businesses exceeding 10%, on account of the preparations for the privatisation
of distribution networks for example. Acquisition of stakes exceeding 10% is included under direct
investment. For debt securities, the net investment inflow totalled CZK 12.9 billion (compared with
CZK 0.4 billion in 1998).

Most of the CZK 118.0 billion (EUR 3.3 billion) invested in domestic koruna-denominated securities as
of 31 December 1999 was channelled into transport and communications (34%), financial
intermediation (23%), the power industry (18%) and services (11%). The biggest investors were the
United Kingdom (25%), the USA (22%), and Germany (16%). The ranking both by sector and by
country remained the same as in 1998.

As for foreign investment in foreign-currency Czech bonds issued on international capital markets, the
previously issued bonds of the City of Prague were repaid in 1999 H1 (USD 250 million) and were
replaced by a new issue of EUR 200 million. There was also a new issue of Prague Congress Centre
bonds worth EUR 55 million. Foreign investment in Czech bonds denominated in foreign currency
totalled CZK 47.6 billion (EUR 1.3 billion) as of 31 December 1999.

The declining interest income from koruna-denominated eurobonds issued by non-residents — brought
about by falling domestic koruna interest rates — led to decreased interest in this form of investment. In
1999, previous issues totalling CZK 35 billion were repaid and new issues amounted to only CZK 16.9
billion. Outstanding koruna eurobonds amounted to CZK 51.1 billion as of 31 December 1999, with
these falling due as late as 2013.

3.3 Other long-term investment

Other investment showed a deficit of CZK 35.7 billion for 1999, with long-term investment accounting
for CZK 11.0 billion. This deficit was attributable to movement of long-term commercial bank funds,
which have registered a net outflow of long-term capital during the last three years following a period
of a massive inflow in previous years. In the period under review, the outflow was CZK 33.5 billion,
largely owing to a CZK 25.9 billion rise in long-term assets of commercial banks, predominantly in the
form of deposits and credits granted to foreign banks, mostly in foreign currency. The increasing
weight of repayments of previously accepted credits, which exceeded drawing on new bank credits,
showed up in a CZK 7.6 billion fall in the long-term liabilities of commercial banks. The most significant
newly accepted loan with respect to volume is a syndicated loan of USD 200 million with five-year
maturity and an interest rate 22.5 basis points above the LIBOR obtained by Ceskéa exportni banka.

In contrast to commercial banks, the business sector saw a net capital inflow of CZK 30.0 billion.
Financial credits drawn by businesses directly from abroad, which accounted for the lion’s share of the
long-term funds drawn, totalled CZK 22.8 billion and credits from direct investors CZK 4.6 billion. In the
area of supplier credits, import liabilities increased and export receivables dropped; the overall balance
was CZK 2.0 billion.
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Repayments of earlier accepted loans from the G24 and the World Bank and of credits granted during
the period of central planning totalled CZK 6.4 billion. A total of CZK 157 million was paid in
contributions to the IDA and the EBRD. Collected repayments of and unblocked receivables from
earlier-granted government credits amounted to CZK 1.1 billion.

3.4 Other short-term investment

The lower level of koruna interest rates, the elimination of the interest rate differential against the
major foreign currencies, the reduction of the minimum reserve requirement and the contraction in
domestic lending together gave a massive CZK 27.2 billion outflow of short-term capital of commercial
banks. During 1999, their short-term assets increased by CZK 63.8 billion, of which CZK 20.7 billion
was in korunas. The funds were mostly invested in short-term deposits with foreign banks, which used
them inter alia to fund direct portfolio investment in the Czech Republic.

Short-term commercial bank liabilities rose by CZK 36.6 billion, of which CZK 21.4 billion in korunas.
The funds took the form of short-term credits and deposits.

The CZK 5.0 billion rise in short-term financial credits drawn directly from abroad and the CZK 2.1
billion increase in import liabilities exceeded the rise in export receivables, resulting in a net short-term
capital inflow in the corporate sector of CZK 2.5 billion. The overall short-term capital outflow from the
banking and corporate sectors totalled CZK 24.7 billion.

4. CNB INTERNATIONAL RESERVES

The overall surplus on the balance of payments, bolstered by the record FDI inflow, led to appreciation
pressures on the koruna’s exchange rate, particularly in the second half of the year. The CNB'’s foreign
exchange purchases on the interbank foreign exchange market, together with interest income, gave a
CZK 57.1 billion increase in its international reserves (excluding valuation changes) to CZK 461.4
billion (EUR 12.8 billion) as of end-1999.

CNB international reserves
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The monthly data on the international reserves show an increase in Q4 following the CNB’s
intervention on the interbank foreign exchange market.

As of 31 December 1999, the international reserves covered 4.6 months’ worth of imports of goods
and services.
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1993| 1994| 1995 1996| 1997| 1998| 1999
CNB international reserves
(in CZK billions) 116,0| 175,1| 373,0| 339,9( 338,5( 376,7| 461,4
Coverage of goods and services imports
(in months) 2,6 3,3 5,6 4,4 3,9 4,0 4,6

5. THE INVESTMENT POSITION, FOREIGN DEBT AND DEBT SERVICE

5.1 The investment position

The investment position was affected primarily by the capital inflow on the financial account (a rise in
liabilities), by the growth in CNB international reserves (a rise in assets) and by exchange rate
movements (particularly the koruna’s depreciation against the dollar, which resulted in an increase in
the nominal level of assets and liabilities). These factors led to a narrowing of the deficit on the
investment position.

in CZK billions

Position as of: Change

31 Dec.1998| 31 Dec.1999 for 1999
Assets 1 086,1 1354,7 268,6
Liabilities 1205,0 1438,3 -233,3
Overall net investment position -118,9 -83,6 35,3

Note: Unlike external debt, liabilities include direct and portfolio investment in shares

As in previous years, the largest foreign capital inflow was in the corporate sector; businesses are now
in a debtor’s position. The largest creditors vis-a-vis foreign countries are the banking sector and the
government. However, government assets are most heavily burdened by bad debts.

in CZK billions

Position as of: Change

31 Dec.1998 | 31 Dec.1999 for 1999
Direct investment -405,2 -551,9 -146,7
Portfolio investment -130,2 -61,2 69,0
CNB 400,9 461,1 60,2
Commercial banks 18,6 77,7 59,1
Government 150,9 188,0 37,1
Businesses -153,9 -197,3 -43,4
Overall net investment position -118,9 -83,6 35,3

Note: The net investment position adjusted for illiquid receivables
of the Government as of end-1999 would be approximately -CZK 268 billion

With respect to the structure of the investment position:

the FDI inflow led to a substantial CZK 146.7 billion rise in the direct investment deficit to CZK
551.9 billion;

the increased purchases of foreign securities, mostly by commercial banks, resulted in a major
reduction in the portfolio investment deficit;

the CNB surplus widened thanks to a CZK 60.2 billion rise in international reserves; at the end of
Q4, the receivable from the National Bank of Slovakia was transferred from the resident to non-
resident position;

the surplus on the investment position of commercial banks increased by CZK 59.1 billion, owing
to capital outflow;

the government surplus widened by CZK 37.1 billion, owing to valuation changes;

the inflow of capital into businesses further intensified, leading to a CZK 43.4 billion growth in
corporate sector debt, mostly in the form of financial credits (of CZK 43.4 billion) drawn by
businesses directly from foreign entities (-CZK 197.3 billion).
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5.2 External debt

Overall foreign debt expressed in korunas increased from CZK 726.9 billion (EUR 20.8 billion) to CZK
822.6 billion (EUR 22.8 billion), i.e. by CZK 95.7 billion (EUR 2.0 billion).

Gross indebtedness in 1993-1999

in USD billions
1Jan.| 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec.

1993 1993 1994 1995 1996 1997 1998 1999
- short-term 61,1 69,7 100,5 140,8 164,9 244.8 271,5 315,8
- long-term 163,2 218,0 2420 316,5 414,0 503,9 455,4 506,8
Total external debt 224.3 287,7 342,5 457,3 578,9 748,7 726,9 822,6
Share of short-term debt 27% 24% 30% 31% 28% 33% 37% 38%

The foreign debt time structure shows an increase of 10 percentage points in the share of short-term
liabilities compared with end-1996. Banks and businesses accounted for the largest part as of end-
1999: 73% and 27% respectively. With respect to long-term liabilities, the largest debt was recorded
for businesses (64%) and commercial banks (25%). The share of foreign debt in GDP increased from
40.4% as of end-1998 to 44.8% and is thus moving around the internationally recognised limit of
acceptability of 40%.

5.3 Debt service

Debt service arising from long-term debt in convertible currencies amounted to CZK 146.4 billion (EUR
4.1 billion). A total of CZK 110.7 billion (EUR 3.1 billion) was paid in principal and CZK 35.9 billion
(EUR 1.0 billion) in interest. Most of the principal (CZK 49.5 billion) was repaid by commercial banks
on financial credits received. Businesses followed with repayments of CZK 38.8 billion, particularly on
direct financial credits received from foreign entities and on import liabilities. The remainder of the debt
service involves domestic debt securities, special-purpose loans and deposits. Debt servicing
represented 12.5% of exports of goods and services, compared with 15.2% in 1998. The fall in this
ratio was due to a lower volume of repayments of direct financial credits and deposits and to the
higher growth rate of exports.

Debt service
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Annex B
Eheet 1
DIRECT INVESTMENT ABROAD FOR 1999
Preliminary data
SECTOR STRUCTURE
for 1954
Sactor Tatal Total Tatal Contribution
in CFH millions{ in EUR millions | in USD millio
ﬁmdu and frade seMices 4 454 5 1210 12490 B E
Manufacture of othes transpot equipren g4 0 228 245 124
Real sstate actmties 452 2 133 142 T2
Firancia intammedstion 447 1 121 128 BB
Fublishing and prinling 2140 EE B2 31
fanufaciure of food products 1003 27 28 15
Mdarulaciure of motor velncles B 5 15 15 0B
Manufaciure of non-metallic minaral products £34 14 15 g
D8 b 1255 3.7 ) 20
Total i fY A il 19,7 0,0
TERRITORIAL STRUCTURE
fior 19484
Coundry Total Todal Total rJ Contribution
in CZH millions{ in EUR millions | in USD millio
Slovakia 283 E JBH E1 8 416
Etntizh ‘dingin Iskands 1 6591 46,1 49,1 20
Paolarid 8007 217 Al 11E
Linited Hingdom 2605 Fil 75 a8
Cardada 256 B b5 33
Hursgary FrdN G0 b4 a2
& rnany 154 0 53 a b 2B
Latvia 1280 a5 ar 18
Other 4452 121 128 B4
ﬁll-l 'ﬂ-ﬂ.'l?.ll 104§ 1967 00,0
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Direct investment abroad

Breakdown by industry for 1999 Trade and trade
services
65,6%

Other
2,0%

|

Manufacture of non-
metallic mineral
products
0,8%

Manufacture of
motor vehicles — |

0,8%
Manufacture of food
products Manufacture of
1,5% . other transport
070 Publishing and F ) equipment
printing _ MnANCIEN - Real estate activities 12 4%
3.1% intermediation 7 29 e
’ 6,6% e
Direct investment abroad
Territorial breakdown for 1999
British Virgin
Slovakia Islands
41,6% 25,0%
Other

Poland

6,5% 11,8%

) Hungary
Latvia Germany 3,2% Canada

1,9% 2,8% 3,3%

United Kingdom
3,8%
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nnex B

25,0%
Other
24,0%

Bectricity, gas and
w ater supply

Real estate 9.0%
y 0

activities
Manufacture o

26% talli
non-metallic
Manufactu're of Hotels and mineral products
motor vehicles N
restaurants 3,5% Manufacture of

2,9%

3,3% food products

4,4%
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Sheet 2

DIRECT INVESTMENT IN THE CZECH REPUBLIC FOR 1999 (equity capital)
Preliminary data
SECTOR STRUCTURE
For 1994
Smcinr Total Total HJ Total a] Contribution
i CEH millionsin EUVR milliensin S0 mdllion
Trade and frads semces 43 557 4 1154 2 12303 o2
Financial infemnedstion 42 1157 1141 9 1272 A0
Electricity, gas and water supply 15 186 & 4118 4788 an
M sruiaciure of food products 7 a3l 212A 216 2 4.4
flanufacture of non-metallic mineral producis SB35 6 1538 1703 is
Huotels and restaurants SE358 1528 1629 3.3
Fdarufacture of motor wekecles 49FE D 1349 143 B 28
Resl estate actmties 44355 1203 182 26
Jthes 4] £54 1 108549 11692 A0
Taotal 160 7439 4 5752 40970 A0,
TERRITORIAL STRUCTURE
for 19540
Coundry Total Total nJ Total Contribution
in CFH millionsfin EUR millionsin USD millions
Belgivn 42 7615 11534 123549 253
Gemnany Zrozszr 7328 FE1.1 16D
Matherands 25 2384 B34 3 T4 150
Ausing 218243 a1 9 o 1 128
LISA 19447 5 E%A 615 115
Sealzerland 10 Siah b S8 5 L] [P}
Linitad Kingdam 5841 2 158 4 1638 a5
France 56122 152 2 1622 33
OEher 0 441 7 JHIA i IRNE] B2
| Tatal 168 7430 4 5r5.2 4 8770 00,1
Direct investment in the Czech Republic (equity capital)
Breakdown by industry for 1999
Trade and trade
services . .
252% - Flnancfla!
intermediation



Direct investment in the Czech Republic (equity capital)
Territorial breakdown for 1999

France

3,3%
United Kingdom
3,5%

Sw itzerland
6,3%

USA
11,5%

Austria
12,9%

Other
6,2%

Netherlands
15,0%

Belgium

25,3%

Germany
16,0%

Arpwz T
PORTFOLID INVESTMENT BY NOM-RESIDENTS IN KORLUMA INSTRUMENTS
broken down by sector, territery and type of security as of 31 Dec. 1533
in I billizns
Earked Market Masket
BY SECTOR walue of B TERRITORY walue of 0% TYPE OF SECURITY walse of
SaCarify s CUrity SRCUTIng
Tran afait, oo alineiy in Livimed KIngdim A SFaims sAN0
Fmancial mlamadalion r. ] L5 g Bonds 549
Prever indusing 2.7 Zpemany 18,3 :'."::T_::z UUrRIY, T 1A
Samicas 127 BuElng g5 Ealbs gl gachanga 13
Fuhbc ademnsiralion 45 Mathardande 84
Light mdustry 34 Canmark T
Food indusiry 25 Cypus 52
Pebalalhpngicsl and angrssmg indy ey 23 Lusgrnbigumg 53
Caking and chamical ndusby 0 Swatzerand 28
Oihes 2D Ciher 0
TOTAL 118.0 TOTAL 1180 TOTAL 1180
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By sector

Transport and . Financ'ia!
communications intermediation
34% 23%

Pow er industry

18%
Other .
o Services
2% Public adminigtegtion
Coking and chemical 4%

industry .
1% Metallurgical and Food industry o
engineering industry 29, Light 'fldUStry
2% 3%

By country

United Kingdom

25% \

Other
6%

USA
/ 22%

Germany
16%

Sw itzerland
2%

Luxembourg

4% 6% Netherlands Austria
o

Cyprus 7% 7%
5%

By type of security
State bonds,

InCIUdmg1 (IJ\IOZF bonds Bills of exchange

1%
Bonds

6%

Shares
83%



The interbank foreign exchange market

According to the October 1999 survey, the interbank foreign exchange market saw only a minimal
drop in the volume of trading in the previous six months (down USD 0.1 billion). The cyclical rise in the
average daily turnover visible in the initial years of trading peaked in 1998; since April 1998 it has
shown a constant decline. However, the pace of decline has recently slowed sharply.

Turnover on the Czech foreign exchange market
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As regards the structure of operations by currency pair, the Deutsche Mark was replaced by the euro
on 1 January 1999. The average daily turnover in USD/EUR trading increased compared with the
previous survey by 3.5 percentage points to 22.9% of the total volume. A moderate drop occurred in
the share of USD/CZK trading (to 43.7%), and the share of EUR/CZK trading was down by 2.3 points
(to 28.3%).

Turnover on the Czech foreign exchange market
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By instrument type, the share of spot operations continued to decrease (down by 6 percentage points
against the previous survey to 39.3% of the average daily turnover). The volume of forwards and
swaps increased to 56.7%, thereby further strengthening their dominant role in shaping the market.
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Turnover on the Czech foreign exchange market
by counterparty type
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Following the steep decline in trading with foreign financial institutions between April 1998 and April
1999, the influence of foreign entities on the Czech foreign exchange market stabilised. According to
the latest survey in October 1999 they accounted for 74.1% of trading; operations between domestic
market-maker banks fell to 17.8% of the overall trading volume.

The koruna’s nominal exchange rate

On 1 January 1999, the European Central Bank commenced operation and the single currency — the
euro — was launched in 11 EU countries for non-cash operations. The euro opened at 1.1685 USD. As
of the same date, the CNB set a koruna rate of CZK 35.226/EUR. The nominal exchange rate of the
koruna against the euro has been monitored since the start of 1999.

CZK/EUR exchange rate 1999
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After a short-term appreciation in the first week of 1999, the nominal exchange rate of the koruna
strongly depreciated against the euro until 10 February, largely because of an outflow of debt capital,
for which the interest rate differential had become less attractive. The situation was also partially
affected by the Brazilian crisis. The koruna repo rate was lowered by 0.75% to 8.75% on 18 January,
to 8% at the end of January and to 7.5% on 12 March. Despite relatively calm developments, with the
exchange rate not reacting to the release of the — mostly expected — results from the real economy
and statements by public officials, the nominal rate depreciated further to 38.375 CZK/EUR. After the
CNB stated that it would watch the exchange rate more closely, the market calmed down and saw a
modest correction. Up to the end of Q1, the exchange rate moved between CZK 38.600 and CZK
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37.705. The koruna’s nominal rate was subsequently relatively calm and the fluctuations resulting from
domestic and international developments were insignificant. From the beginning of April the exchange
rate saw a modest strengthening in response to the lowering of ECB rates and the release of the
inflation figures for Q1. A moderate weakening occurred at the start of May in reaction to the political
situation in Russia (the recalling of Premier Primakov), the decline of the Slovak koruna (intervention
by the National Bank of Slovakia) and to the fall in some Latin American currencies. From the end of
May the koruna appreciated, strengthening further after the strategic partner was chosen for CSOB.
During H1, the repo rate was lowered to 6.5%.

At the beginning of H2 the koruna further appreciated, especially after a statement was made about
the market being affected by capital inflow and about the difficulty of central bank intervention against
the strengthening of the currency. The koruna appreciated beyond CZK 36.200/EUR. In the following
period, the appreciation was corrected and the calm trend up to the start of September was not
disturbed even by the change of Minister of Finance. On 3 September, the repo rate was cut to 6%.
From mid-September, the koruna quickly appreciated, with minor corrections. In this period, it was also
affected by external factors, especially the increase in rates by the Polish Monetary Policy Committee
and by the fall on the US stock exchange. A slight correction occurred after the CNB announced that it
had prepared a programme to forestall the negative effects (in the form of koruna appreciation)
accompanying the capital inflow. Owing to the repo rate cut and, in particular, to the CNB’s
interventions, the koruna weakened at the start of October. It then strengthened until mid-December.
This trend was not affected even by the further repo rate reduction to 5.25%, effective 26 November.
In the second half of December, the koruna’s rate was above CZK 36.000/EUR.

CNB foreign exchange operations

CZK billions
o

The koruna’s nominal effective exchange rate

The nominal effective exchange rate index shows the appreciation or depreciation of the currency
against a basket of selected currencies (calculated by weighted geometric average) for a certain
period against a base period. The nominal effective exchange rate indices below have been calculated
by weighting the exchange rates with the shares in trading turnover of 22 countries covering about
90% of Czech foreign trade. A representative sample has been calculated for individual months of
1993-1999 with a trade weight base of 1995 = 100. Values above 100 signify appreciation of the
nominal effective rate against the base period, whereas those below 100 signify depreciation.

The nominal effective exchange rate (NEER) tended towards further appreciation from February 1999
onwards, appreciating to 106.78% against 1995 (and by 4.2 percentage points against 1998). The
NEER was most strongly affected by the strengthening of the koruna’s nominal rate against the Slovak
koruna (up 8.7% on a year earlier) and against the currencies of a number of other transition
countries. In 1995, these countries accounted for about 26% of the foreign trade turnover. Vis-a-vis the
eurozone currencies, the USD and the GBP, the nominal rate of the koruna depreciated in year-on-
year comparison.
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Nominal effective exchange rate of the koruna
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The koruna'’s real effective exchange rate

The koruna’s real effective exchange rate (REER) measures the country’s competitiveness. The
REER has been calculated as the weighted geometric average of the quotient of the koruna’s nominal
effective exchange rate indices and the ratio of the price indices of partner countries to domestic price
changes. Relative changes in consumer prices and industrial producer prices serve as the deflator.

The weights are the same as those used for calculating the nominal effective exchange rate, i.e. the
share of 22 countries — the Czech Republic’s largest trading partners — in the overall trading turnover
of the Czech Republic in 1995. The same year is also used as the base for the price indices. The
calculation has been performed separately for consumer prices and industrial producer prices both in
individual years and at monthly intervals.
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The REER in industrial producer prices appreciated by 2.2 percentage points in 1999 against 1998.
The appreciation was, however, lower than that of the NEER owing to foreign price developments. The
analysis shows that the REER was strongly affected by prices in transition countries, where inflation
was higher than in the Czech Republic. The influence of foreign prices on the REER expressed in
consumer prices was even stronger. The REER in consumer prices remained virtually the same as a

year earlier.

The analysis of the monthly REER developments clearly shows the effects of individual factors during
the year. It follows from the nature of the REER calculation that the real exchange rate depends above
all on the nominal rate and is corrected by the price differential. Price developments in transition
economies depressed the REER appreciation throughout 1999. The modest pick-up in inflation in
eurozone countries connected with the euro’s weakening against world currencies also counteracted
the koruna’s REER appreciation, particularly in H2.
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