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I.  INTRODUCTION

In 1999 Q2, the fall in year-on-year inflation continued. However, after a more significant drop in
previous quarters, the decline slowed considerably and inflation gradually stabilised at low levels. This
characterises the course of both net inflation � whose outturns were negative in Q2 � and the consumer
price index. According to the outlook for the end of 1999 and for 2000, inflation will gradually edge
up. However, it should develop in line with the medium-run inflation target for 2000. 

The decline in inflation in Q2 was fostered by the ongoing fall in net inflation and the slowdown in
regulated price adjustments. The two components of net inflation developed differently. Food prices
continued to fall relatively fast. Conversely, adjusted inflation rose moderately, thus curbing the price
decline. 

In Q2, prices were affected by the longer-term contraction of both domestic and foreign demand,
which started as early as in 1997 and continued into the beginning of 1999. Food prices, which have
contributed most to the decline in inflation in recent quarters, were affected by subsidised food imports
from EU countries, relative domestic over-production and also by significant changes in the retail
market structure. 

In the shorter run, the slower rate of price index decline in Q2 was fostered by rising prices of raw
materials and energy sources as well as by the koruna�s depreciation vis-à-vis the main world
currencies in Q1. However, the effect of the depreciation on prices turned out to be less strong than
was expected by the CNB. This was because the ongoing economic recession prevented cost-push
inflationary pressures from being felt fully. Expectations that under conditions of increasing capital
inflow the exchange rate depreciation would not be a lasting tendency but only a temporary fluctuation
may have played a role, too.

In Q1, the year-on-year decline in GDP further intensified. This was caused by a considerable
deterioration of net exports and a contraction in gross fixed capital formation. A slight rise in household
and government consumption counteracted the fall in GDP. 

The worsening of net exports was generated in particular by a fall in exports to transition economies,
which reflected the contraction of economic activity in these countries. The decline in investment
activity corresponds with the cyclical development of the economy � the investment is of a strongly
pro-cyclical nature. However, structural changes in the economy, where capital-intensive industries are
declining in significance, may be reflected in a longer-term fall in investment growth and a reduction in
the investment rate. 

Growing real household incomes fed through into household consumption. However, the consumption
and saving behaviour of households was affected by the increasing unemployment rate and by
uncertainties about any possible future turnaround of the economy. These factors will continue to act
in the forthcoming period, and so it is possible to expect only a slow rise in consumption and a
moderate economic revival by the end of 1999. 

This macroeconomic trend will continue to subdue the cost-push price pressures generated by the
current growth in wage costs and by the rise in import prices connected with commodity price
developments on global markets. Cost-push inflationary pressures will decrease in the longer-term
horizon, mainly in connection with productivity growth. Owing to ongoing long-term restructuring, the
economic upturn will be accompanied by a rise in unemployment. 

The money supply growth rate picked up at the beginning of 1999, and the higher year-on-year
increases continued into Q2. The growth in the money supply is linked with the rising inflow of foreign
capital. The growth rate of domestic credit supply remains subdued. 
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In Q2, the CNB�s monetary policy was based on an assessment of macroeconomic developments and
of the effect of inflation factors on future price development. The centre of focus was gradually shifted
to price development during 2000 and its consistency with the net inflation target for the end of 2000.
Monetary policy was also based on the expected inflow of capital into the economy and the effect of
this on the exchange rate. It also responded to changes in foreign interest rates, particularly the April
interest rate cut by the European Central Bank. 

The inflation prognosis up to the end of 2000 (when, even though price indices should be rather higher
than in 1999 Q2, net inflation will nevertheless be moving in the lower half of the inflation target
interval) facilitated a further moderate correction of interest rates. In the monitored period, the CNB cut
the 2W repo rate in three steps by a total of 1 percentage point to 6.5%.
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II.  INFLATION DEVELOPMENT 

During the course of 1999 Q2, the trend of a gradual slowdown in CPI inflation characterising prices in
the previous twelve months slowed significantly (Chart II.1). Whereas year-on-year CPI inflation in
each of the previous four quarters fell by several percentage points (and in 1999 Q1 by as much as
4.3 percentage points), in 1999 Q2 it decreased by only 0.3 percentage points. Both net inflation and
regulated prices contributed to the considerably lower slowdown in CPI inflation in Q2; by comparison
with Q1, the fall in year-on-year net inflation and the slowdown in year-on-year growth in regulated
prices were insignificant (Table II.1).

3

The only weakly declining year-on-year CPI inflation outturns in Q2 were a reflection of the month-on-
month changes in these prices in the given period. In April, owing to rising fuel prices, month-on-month
CPI inflation was the same as a year earlier (0.3%). By contrast, in May and June 1999, the month-on-
month changes in consumer prices were lower than in the same period of the previous year. According
to the CSO, the seasonally adjusted month-on-month changes in consumer prices were 0.28% in April
1999 and -0.10% in May. 

3/98 6/98 9/98 12/98 1/99 2/99 3/99 4/99 5/99

CPI INFLATION (y-o-y) 13.4 12.0 8.8 6.8 3.5 2.8 2.5 2.5 2.4 

of which: contrib. contrib. contrib. contrib. contrib. contrib. contrib. contrib. contrib.
Regulated prices 30.8 6.38 29.7 6.11 20.4 4.79 20.4 4.73 12.1 2.97 11.9 2.90 11.7 2.87 11.1 2.75 11.1 2.74 
Influence of indirect taxes 
on unregulated prices 0.73 0.73 0.73 0.73 0.00 0.00 0.00 0.00 0.00 
Net inflation 7.9 6.32 6.5 5.19 4.3 3.30 1.7 1.32 0.7 0.54 -0.1 -0.06 -0.4 -0.33 -0.3 -0.21 -0.5 -0.37 

of which: 
- food prices 7.2 2.40 5.8 1.96 3.1 1.00 -1.2 -0.38 -2.0 -0.61 -3.2 -0.98 -4.0 -1.25 -4.3 -1.34 -4.8 -1.48 
- adjusted inflation 8.4 3.92 6.9 3.22 5.1 2.30 3.7 1.70 2.6 1.15 2.1 0.91 2.1 0.92 2.5 1.13 2.5 1.11 

INFLATION RATE 
(annual moving average) 10.0 11.5 11.4 10.7 9.8 8.9 8.0 7.1 6.3 

Table II.1  Basic data on consumer prices (in %)

Note: Contrib. means contribution to CPI inflation

6/99

2.2

contrib.
11.0 2.72 

0.00 
-0.6 -0.49 

-5.0 -1.53 
2.3 1.04 

5.5



Regulated prices (excluding the effect of increases in indirect taxes on non-regulated prices)  

Year-on-year growth in regulated prices during 1999 Q2 slowed by 0.7 percentage points against
March 1999 (to 11% at the end of June). In Q2, no significant changes were made to regulated prices.
The slight fall in year-on-year growth in these prices resulted from the increase in telephone fees in
April 1998 (regulated prices showed a month-on-month rise of 0.6% in April 1998, whereas in 1999
Q2 the month-on-month changes moved between 0.0% and 0.1%).   

Net inflation 

Year-on-year net inflation1) continued to decline during 1999 Q2 (falling by a further 0.2 percentage
points in comparison with the end of the previous quarter to -0.6% in June 1999). Underlying this
decline, which was significantly smaller than in Q1, were contrary developments in the individual
segments of net inflation � food price inflation and adjusted inflation. 

4

1) Net inflation is defined as the CPI adjusted for regulated prices and for the effect of other administrative measures (e.g. increases in indirect taxes and
abolition of subsidies). Within net inflation, food prices and adjusted inflation are separately monitored and analysed.



The almost halted downward trend in year-on-year net inflation reflected the month-on-month changes
in Q2. The April rise in fuel prices led to month-on-month net inflation (0.4%) being 0.2 percentage
points higher than in April 1997. The May and June month-on-month net inflation outturns were below
the level of a year earlier (Chart II.4).
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Net inflation factors   

In 1999 Q1, net inflation was affected by favourable domestic and external factors of both demand and
cost character. However, in Q2, the mode of action of some of these factors changed. In particular, the
influence of external cost factors on net inflation changed direction: the considerable increase in oil
prices during the first four months of the year fed through, with some lag, into fuel prices in the Czech
Republic and directly affected net inflation. The positive effect of the koruna�s appreciation in the
previous three quarters gave way to the influence of its 1999 Q1 depreciation. However, this had no
major effect on net inflation. These factors contributed to the slowdown in net inflation in 1999 Q2.
Domestic demand continued to create an anti-inflationary environment in the economy and subdue a
number of potential cost impulses, particularly of wage character (see part III.3). The pick-up in
effective demand in Q1 and Q2 remained too weak to have any significant effect on inflation.
Developments in the individual segments of net inflation were also affected by other external and
domestic factors (e.g. in the food segment the effect of structural changes on the retail market; pressures
for growth in imports to the Czech Republic following the Russian financial crisis; and overproduction
of some commodities). 

Food prices 

The continuing decline in food prices during 1999 Q2 (of 1 percentage point to -5% against 1999 Q1)2)

resulted from a combination of both domestic and external factors. Agricultural producer prices for
most commodities in 1999 Q2 remained at the very low level reached at the end of the last year
following the Russian crisis3). These prices were prevented from increasing by the limited export
opportunities for domestic agricultural production resulting from the considerably lower subsidies
provided to the agricultural sector than in EU countries; the low level of protection of the domestic
market from subsidised imports; the sustained fall in prices of food commodities on global markets; and
by other factors described in detail in part III.4 of this report (the monopolisation of some sectors of the
food industry, etc.). In addition, pricing policy in the food area continued to be strongly affected by the
structural changes on the retail market (the rapidly growing share of multinational organisations on this
market). 

2) Adjusted for administrative influences.

3) As a result of (among other things) the Russian financial crisis, surpluses in neighbouring countries significantly increased, thereby strengthening the
pressures for imports of agricultural products into the Czech Republic  



The pick-up in consumer demand in 1999 Q2, driven by the rise in household incomes and
channelled primarily into the food segment, did not show up in food prices in that quarter. This was
due neither to the rate of the recovery, which was relatively strong, nor to the usual certain time lag in
the response of trade to the change in demand. It was probably attributable primarily to the policy of
major retailers, which are monitoring an increase in turnover at low prices, amid a low level of input
prices4). 
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As in Q1, the overall price decline in 1999 Q2 was affected most of all by prices of meat and meat
products, milk and dairy products, and mill and bakery products. For other food groups, prices
stagnated, with the exception of current seasonal fluctuations.

Adjusted inflation 5 ) 

The moderate rise in year-on-year adjusted inflation in 1999 Q2 against Q1 (of 0.2 percentage points to
2.3%) was generated mainly by the aforementioned external factor, i.e. the direct impact of the increase
in world oil prices on fuel prices in the Czech Republic. The koruna�s depreciation in 1999 Q1 had a
very weak effect. The generally low level of adjusted inflation continued to be fostered in 1999 Q2 by
the relatively low level of demand for non-food goods. 

The April increase in fuel prices of 7.6% was the main cause of the rise in the month-on-month
adjusted inflation outturn in April (of 0.6%). As a result, year-on-year adjusted inflation in April
increased by 0.4 percentage points to 2.5%. The slight moderation of oil price growth on global
markets in subsequent months helped calm the situation in the Czech Republic; in May 1999, fuel
prices rose by 0.4% against a month earlier, while in June they fell by 1.1%. In May and June, adjusted
inflation returned to the low outturns seen prior to April: 0.1% in May and 0.2% in June (the June
outturn is higher only because of seasonal fluctuations; the seasonally adjusted figure would be 0.1%).
The year-on-year adjusted inflation outturn also saw a slight fall, dropping by 0.2 percentage points in
June against May to 2.3%. 

4) The pricing policy of multinational units, which is preventing growth in food prices, is based on considerable capital strength, which means they do
not necessarily have to generate profits in realising their intention to acquire larger market share. Also, their sophisticated sales logistics enable them
to depress prices through larger sales volumes. Moreover, their capital strength (and the contribution of the "danger" from subsidised imports) allows
them to impose their prices on manufacturers, which are still reporting surplus capacity vis-a-vis demand on the domestic market. 

5) Adjusted inflation includes the prices of the non-food items of the consumer basket excluding regulated price items. 



Prices of tradables and nontradables 

Another way to assess consumer price development is to analyse the consumer basket items broken
down into tradables and nontradables6). This facilitates a clearer analysis of the effects of external and
internal factors on consumer prices. For tradables, prices may be directly affected by the external
environment, while for nontradables, such a direct influence is not expected. However, an indirect
effect from the external environment cannot be excluded (this group includes services in particular). 

The basic trend in prices in both commodity groups during the course of 1999 Q2 remained
unchanged compared with the previous quarter. However, it was less intensive than in Q1. The year-
on-year decline of 2.1% in tradables prices at the end of June was virtually the same as at the end of
March, whereas during 1999 Q1, the year-on-year growth rate fell by 2.7 percentage points.
Nontradables saw a continuation of the trend of a moderate slowdown in growth. However, this was
much weaker than in the previous quarter. Despite the significant slowdown in the previous period,
year-on-year inflation in this group moved at a relatively high level around 9% (Table II.2). 
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6) CPI = weighted average of the index of food prices, other tradables prices, regulated nontradables prices and other nontradables prices 

1/98 2/98 3/98 9/98

MONTH-ON-MONTH INCREASES contrib. contrib. contrib. contrib.

Tradables 1.9 1.20 0.5 0.29 0.0 0.02 -0.2 -0.09 

Nontradables 7.4 2.79 0.9 0.34 0.3 0.11 0.4 0.18 

YEAR-ON-YEAR INCREASES contrib. contrib. contrib. contrib.

Tradables 7.4 4.77 7.7 4.96 7.7 4.95 3.7 2.30 

Nontradables 23.2 8.31 23.5 8.50 23.6 8.48 17.2 6.50 

12/98 1/99 2/99 3/99 4/99 5/99 6/99

contrib. contrib. contrib. contrib. contrib. contrib. contrib.

-0.5 -0.26 0.4 0.24 -0.3 -0.18 -0.3 -0.19 0.4 0.24 -0.2 -0.10 0.2 0.10 

0.2 0.08 1.4 0.58 0.4 0.15 0.1 0.03 0.1 0.04 0.1 0.02 0.2 0.07 

contrib. contrib. contrib. contrib. contrib. contrib. contrib.

0.7 0.40 -0.8 -0.50 -1.7 -1.00 -2.0 -1.20 -1.8 -1.10 -2.0 -1.20 -2.1 -1.30 

16.9 6.40 10.3 4.00 9.9 3.90 9.6 3.80 9.3 3.60 9.1 3.60 9.0 3.50 

Table II.2  Tradables and nontradables prices (in %)

Note: Contrib. means contribution to CPI inflation



Prices of tradables  

Underlying the continuing year-on-year decline in tradables prices in 1999 Q2 were contrary
movements in the basic components of this item: a further decline in food prices and growth in other
tradables prices. The fall in food prices was generated by the factors described in more detail in the
�Net inflation� part of this report. In contrast, the rise in prices of other tradables in 1999 Q2 (from
0.0% in March to 0.7% in June 1999) meant a change in trend after roughly a year of gradual
slowdown in growth. This was generated in particular by the fuel price inflation resulting from rising
world oil prices. The koruna�s depreciation in the first few months of 1999 had no significant effect on
prices. The prices of other items included in this group not directly affected by fuel prices continued to
be depressed by the very low demand for non-food commodities. 

Prices of nontradables 

The further slowdown in year-on-year nontradables inflation in 1999 Q2 against Q1 (of 0.6 percentage
points to 5.4% in June 1999) was generated by slower growth in both regulated prices and prices of
other nontradables. The weak month-on-month inflation for other nontradables in Q2 was driven in
particular by a rise in the prices of some of the services included in this group (public catering and
accommodation, health care, other goods and services) as well as in the transport group, where prices
were affected by the growth in fuel prices. Prices in other groups remained flat amid the continuing low
level of demand.          
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III.  INFLATION FACTORS 

III.1  Money, interest rates and exchange rates 

III.1.1  Monetary aggregates

Monetary aggregates between March and May saw a continuation of the upward trend in year-on-year
growth seen since the beginning of 1999. Both their nominal and real growth outpaced the analogous
growth of GDP. The extent of the rise was strongly affected by the non-debt capital inflow into the
Czech Republic and the trend in the previous year�s base. These influences were particularly strong in
April, when year-on-year growth in M2 peaked at 11.1%. 

The process of easing monetary policy has yet to be reflected significantly in commercial bank lending.
The sensitivity of credit volume to interest rates is still being limited by the non-interest factors that
banks take into account when granting credits. Credit supply is therefore not contributing to the higher
increases in the money supply (a more detailed analysis of the causes of the higher money supply
growth is given in a separate box). 
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Monetary aggregate M2  

The trend of higher year-on-year increases in the monetary aggregate M2 seen since the beginning of
1999 was sustained. The average nominal year-on-year increase in M2 for the first five months of 1999
rose by 3.2 percentage points compared with the same period a year earlier to 10%; in real terms, it
rose from -5.7% in 1998 to 7.1% this year. The biggest year-on-year increase in this aggregate so far
this year � 11.1% � occurred in April. As with the other monetary aggregates, the individual monthly
values are affected to a large extent by the previous year�s base. Whereas in the first five months of this
year the money supply rose in absolute terms by CZK 32.7 billion (2.6%), in the same period a year
earlier it dropped by CZK 21.3 billion (1.8%). Nevertheless, an upward trend can be seen in money
supply growth based on the seasonally adjusted annualised increases in M2 for the last six months.



Sector structure of M2   

The ongoing higher increases in the money supply in March�May reflected in particular increases in
the money balances of the corporate sector at banks. This is consistent with the hypothesis regarding
the influence of capital inflow from abroad and its financing through koruna credits from banks.  

Most (two thirds) of the money supply growth in the last three months was attributable to businesses
and insurance companies (businesses 39%, insurance companies 27% and households 34%).
Certificates of deposit, deposit bills and other bonds generated more than half of the increase for
businesses. Also, the koruna demand deposits of businesses rose, while koruna time deposits and
foreign currency deposits fell slightly.

The increase in the money supply in the household sector was generated in particular by currency in
circulation and koruna demand deposits. Time deposits and foreign currency deposits were virtually
flat at February�s level. 

The trend for total koruna time deposits (year-on-year growth fell from 12.3% in February to 9.9% in
May) is linked with that for interest rates, whose nominal level is making such deposits less attractive.
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Annualised for last

1 month 3 months 6 months 1 year

February 99 1.0 16.0 7.2 10.6 
March 99 1.6 16.9 8.3 9.9 
April 99 0.8 13.8 12.9 11.1 
May 99 -0.2 8.9 12.4 9.8 

Note: Seasonally adjusted according to deviations from the series smoothed by the centred moving average method (length 13)

Table III.1 Increases in seasonally adjusted M2 (in %)        

Monetary aggregate L  

The year-on-year growth rate of this, the broadest monetary aggregate was affected by similar factors to
M2 (foreign capital inflow and the previous year�s base). The effect of the previous year�s base,
however, was stronger than for M2 and led to a year-on-year decline in the growth rate of L. However,
the seasonally adjusted and annualised increases in L for the last six months testify to an increasing



growth rate. In this respect, the broadest measure of the money supply in the Czech economy is
experiencing accelerating growth. 
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Annualised for last

1 month 3 months 6 months 1 year

February 99 0.7 16.1 6.5 11.1 
March 99 1.2 17.2 8.1 10.3 
April 99 0.6 10.3 10.9 10.2 
May 99 -0.1 7.1 11.5 8.7 

Note: Seasonally adjusted according to deviations from the series smoothed by the centred moving average method (length 13)

Table III.2 Increases in seasonally adjusted L (in %)

Increase for last

1 month 3 months 6 months 1 year

February 99 1.4 0.7 1.2 6.1 
March 99 0.3 -4.4 4.1 6.9 
April 99 1.5 3.2 5.7 8.8 
May 99 2.1 4.0 4.7 7.8 

Note: Seasonally unadjusted because of the low significance of seasonal factors

Table III.3 Increases in M1 (in %)

Monetary aggregate M1

The pick-up in year-on-year M1 growth, which started in January this year, continued also during the
course of March to May. This growth resulted from a renewed rise in currency in circulation, which
started in August 1998 and was not interrupted even by the usual seasonal influences at the beginning
of the year. In May, the share of currency in circulation in M2 reached 10.5% and was gradually
approaching the historical highs seen at the end of 1996 and the beginning of 1997 (10.8%).

The year-on-year increase in currency in circulation reached 17% in May, against 4% for demand
deposits (in February this year, the year-on-year increases were 11.6% and 3.7% respectively). The
trend in currency in circulation is associated with the response by households to the decline in interest
rates, i.e. an increase in cash and current deposits and lower interest in time deposits. In addition, other
factors are acting on liquid money. The higher demand for cash corresponds with the certain increase
in retail turnover.  



Analysis of the money supply trend

A pick-up in money supply growth has been visible since the beginning of 1999. The year-on-year
growth rate rose from approximately 5% at the end of 1998 to around 10% at the end of May. The
question arises as to what, in a situation of ongoing low credit supply by banks, is causing the rise in
these year-on-year increases in M2. 

In keeping with the present exchange rate regime, where the central bank makes virtually no foreign
exchange interventions, the money supply was affected up to the end of 1998 mainly by bank lending
to businesses and households. The external sector played no major role in the money supply. The
equal rate of year-on-year growth in credit supply and M2 up to the end of 1998 is evident from the
following chart. 

Since the beginning of this year, the growth rates of these two indicators have differed substantially. In
this period, the money supply has been affected by another factor, namely the trend in net foreign
assets, which during the first five months this year rose by approximately CZK 87 billion. Valuation
changes, which do not affect M2 growth, account for approximately CZK 40 billion of this amount
and the actual increase in these assets for CZK 44 billion. This trend is very surprising at first glance,
since in a managed floating regime which for approximately one year has not been accompanied by
any major interventions/foreign exchange purchases by the central bank, financial flows should be
offset within the framework of the balance of payments, and net foreign assets should not grow7).

A more detailed analysis of the structure of net foreign assets reveals that their growth is largely
associated with an increase in koruna net foreign assets (of approximately CZK 34 billion), especially
short-term koruna claims on non-residents. This development in the area of koruna assets of banks
vis-à-vis non-residents probably reflects the continuing low interest of domestic banks in providing
credits to businesses. The current level of the state budget deficit and the overall public debt financing
need continues to be significantly lower than the volume of free koruna funds of banks (see the
volume of sterilisation at the CNB). Consequently, when the repo rate declines, banks look for an
alternative use of free funds, so that, in addition to the declared interest in investment in government
securities, there is also interest in investing korunas abroad8). This situation is accompanied by interest
from some foreign entities in korunas because of the need to finance their purchases of capital stakes
in Czech businesses and banks. 

12

7) According to the theory, the monetary base and consequently the money supply therefore do not increase. However, on account of the volume of
sterilised free liquidity of banks, the Czech banking system is far from being dependent on additional issue of korunas by the central bank, with the
ensuing possible acceleration of money supply growth in the economy.   

8) However, these operations do not lead to a decline in sterilised liquidity of banks at the CNB; the korunas are returned to the Czech Republic, either
as resident or non-resident deposits at banks. 



III.1.2  Credits granted to businesses and households  

Credits granted to clients (i.e. to businesses and households) showed a decline of CZK 3.6 billion at the
end of May in comparison with February this year (of which foreign currency credits fell by CZK 9.6
billion and koruna credits rose by CZK 6 billion). In year-on-year comparison, client credits fell in
March by 0.8%, in April by 2.3% and in May by 3.7%. Even after adjustments for exchange rate
effects, credit write-offs, interest capitalisation and for the influence of banks whose licences have been
revoked, the year-on-year credit growth rate showed a downward tendency (February�s year-on-year
increase of 3.2% fell in March to 2.3% and in April to 0.9%; May saw a year-on-year decline of 0.4%).  
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The increase in koruna assets of banks vis-à-vis non-residents (i.e. the growth in net foreign assets)
need not be accompanied by foreign exchange operations with the central bank, since banks have at
their disposal a sufficient volume of korunas in the form of CNB-bills. In reality, money creation can
thus take place through the non-resident circle, leading to M2 growth. The pick-up in year-on-year
M2 growth since the beginning of 1999 is thus about 50% due to the increase in koruna net foreign
assets. The remaining part is attributable to the previous year�s low base. The M2 increases of
approximately 10%9) thus, despite the expected slight rise in inflation in 2000, guarantee a relatively
high level of real money balances, which, if this higher M2 growth rate is sustained, could have a
major effect on future economic and monetary developments in the Czech Republic.

Increases for last

1 month 3 months 6 months 1 year

February 99 -0.3 -1.3 -0.9 3.2 
March 99 -0.9 -0.2 -2.3 2.3 
April 99 -0.1 -1.3 -2.7 0.9 
May 99 -0.2 -1.2 -2.4 -0.4 

Note: Adjusted for exchange rate influences, write-offs, interest capitalisation, banks with licences revoked and seasonal factors

Table III.4 Increases in seasonally adjusted total credits (in %)

The lending activity of banks is being limited by the unfavourable trend in classified credits (in Q1 this
year the banking sector posted absolute and relative growth in classified credits), the low supply of
good-quality and low-risk credit projects, the unsatisfactory legislative position of creditors vis-à-vis
debtors, the worsening financial situation of many previously problem-free businesses, etc10). Credit
activity at the large banks has been affected in this period by preparations for their denationalisation.
The subdued credit supply to the economy (to residents) is at some banks being offset by the granting of
credits to non-residents, which is feeding through into growth in net foreign assets.  

9) When considering this nominal M2 growth in the context of the nominal GDP growth rate, money velocity has to be taken into account. A more
relaxed monetary policy implies a gradual slowdown in money velocity.  

10) The credit crunch does not apply to the foreign bank group, where, at the end of May, a two-digit year-on-year credit growth rate was again
recorded. However, the increase in the absolute volume of credits provided by this group of banks could not offset the absolute decline in lending
by the "large" Czech banks.   



Within the credit time structure, the share of medium-term credits in total credits rose by
0.6 percentage points against February to 22.3%, while the shares of short and long-term credits both
shrank by 0.3 points (to 41.2% and 36.5% respectively). The share of mortgage credits was unchanged.
In comparison with the end of the previous year, the share of short-term credits rose by 0.2 percentage
points at the expense of medium-term credits. 

As regards credit structure by type, the share of operating and investment credits in total credits was
down by 0.8 percentage points compared with February, while credits for temporary fund shortage
were up by 1.3 percentage points. In absolute terms, operating and investment credits dropped by CZK
10 billion, while credits for temporary fund shortage rose by CZK 13.4 billion. Mortgage credits
increased by CZK 0.4 billion in the period under review. 

III.1.3  Interest rates

In Q2, interest rates were still for the most part decreasing, although at a much more moderate rate by
comparison with the previous period. Short-term rates were affected by the further changes in the
CNB�s key interest rates, while long-term rates gradually started to reflect factors leading to a rise in
inflation in the future. As a result, the yield curves on the money market changed shape: first of all from
slightly negative to flat, then continuing to moderately positive in June (yield curves for long-term
interest rates attained a positive slope as early as in Q1). The fall in interbank deposit market rates to a
historically low level also affected the interest rate differential. Nevertheless, the koruna�s exchange
rate strengthened. The fall in interbank rates passed through into a decline in nominal client interest
rates. Credit and deposit rates were at an all-time low in the history of the Czech Republic. 

III.1.3.1  Short-term interest rates  

Short-term interest rates continued to decline, although not so sharply as in the previous period. These
rates were affected in particular by the lowering of the repo rate, which took place in three phases. First of
all, the repo rate was cut by 0.3 percentage points to 7.2%, effective 9 April, then it was lowered by 0.3
percentage points to 6.9%, effective 4 May. There was a further decrease of 0.4 percentage points to 6.5%
on 25 June. In comparison with previous changes, these decreases were not so sizeable, reflecting a fine
tuning of the interest rate level. The changes were anticipated and accepted by financial market entities
and were followed by a corresponding fall at the yield curve�s long end. By cutting the repo rate, the CNB
more or less fulfilled market entities� expectations of future interest rate developments. After the last repo
rate cut at the end of June, the PRIBOR curve stabilised as slightly upward. According to preference
theory, this indicates a more or less neutral position regarding the future interest rate level. The
announcement of a further reduction in the minimum reserve requirement from 5% to 2% did not
significantly affect the market, since this measure will not come into force until the beginning of October.
The ensuing inflow of liquidity onto the market should not have a major one-off effect on interest rates. 
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During the course of Q2, the PRIBOR yield curve continued to flatten out, particularly by comparison
with the beginning of 1999. Its negative slope moderated owing to a steeper fall at its short end, and it
meanwhile shifted to a lower yield level. During June, its slope changed to slightly positive. Market
participants were thus responding to a number of factors that might lead to rising inflation in the future
(the widening state budget deficit, real wage growth, stronger domestic demand). Overall, compared
with March 1999, the average 1W PRIBOR dropped by 0.9 percentage points to 6.9% and the 1Y
PRIBOR by 0.4 percentage points to 7.1%. The change in the yield curve�s slope is clear from this, too;
the difference between the two rates stood at +0.22 percentage points in June. The bid-offer interest
rate spread was moving between 0.2 and 0.3 percentage points. 
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FRA interest rates fell to an all-time low at the turn of April and May. They then picked up amid
expectations of a rise in inflation in the second half of the year. However, the data released indicated
that the rise might not be significant, and so FRA rates returned to low values below the 7% level. This
was attributable also to the repo rate cut at the end of June, which financial market entities
incorporated into quotations of future rates. The FRA quotations from the end of June indicate (similarly
to the slope of the PRIBOR yield curve) expectations of an unchanged or only slightly increasing
interest rate level in the future.
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The short-term bond market at present is composed entirely of T-bills. There were ten issues on the
primary market, with 1M, 3M, 6M, 9M and 1Y maturities. Gross yields in the auctions, which moved
between 6.7% and 7.0% depending on maturity, were always lower than the set limit, as investor
demand constantly exceeded supply. On the secondary market, T-bill yields more or less mirrored
PRIBOR rates.

The interest rate differential (PRIBID/CZK-LIBOR/EUR) was given on the one hand by the movements on
the domestic deposit market, but on the other hand, in contrast to the previous period, also by changes
in foreign interest rates. At the beginning of April, the European Central Bank lowered all its key rates in
an effort to foster economic growth in EU countries (the most important repo rate was cut by
0.5 percentage points to 2.5%). On the domestic interbank deposit market, rates with longer maturities
were lowered by approximately the same amount. The interest rate differential therefore fluctuated
between 4.0% and 4.5% during the period under review. These relatively low values did not reduce
foreign investors� interest in the Czech koruna and consequently were not reflected in the koruna
exchange rate, which strengthened. At the end of June, the interest rate differential vis-à-vis the euro fell
below 4% following the repo rate cut (to 3.8% at 3M maturities, 3.9% at 1Y maturities). Vis-à-vis the
dollar it stood at approximately 1%. 
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III.1.3.2  Long-term interest rates

Long-term IRS rates saw a modest decline in Q2, although not a smooth one. They reached a low at the
beginning of May, and their rise in the subsequent period was related to unfavourable data on the real
economy. Compared with March, the 1Y rate fell in June by 0.46 percentage points, the 5Y rate by 0.06
percentage points and the 10Y rate by 0.15 percentage points. This, too, indicates that there were no
major changes in long-term rates. The stronger decline in rates at shorter maturities was associated with
the changes in the repo rate and the subsequent fall in money market rates. Rates with longer maturities
developed in a more autonomous fashion and were influenced in particular by the data on the real
economy.  

Contrary to short-term interest rates, the IRS yield curve gained a positive slope as early as in February
and retained it from then onwards. Owing to the uneven development at individual maturities, the
positive slope of the yield curve became more pronounced, particularly in its middle part. In June, the
average 5Y�1Y spread stood at +0.86 percentage points (against +0.46 percentage points in March) and
the 10Y�1Y spread was +1.01 percentage points (against +0.70 percentage points in March). From the
long-term perspective, therefore, the market was expecting only a modest change in interest rates. 
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The yield curve on the bond market exhibited a similar trend. Its slope was positive from roughly the end
of January, with only its gradient changing. Whereas in March the 4Y�1Y spread was +0.31 percentage
points, in June it was +0.88 percentage points. At the end of April, a primary auction took place of a
government bond worth CZK 5 billion, with 2Y maturity and a 6.80% coupon. Interest in the auction
was approximately twice as high as the supplied volume. On the corporate bond market, there were two
issues worth CZK 5 billion and four issues of mortgage bonds totalling CZK 10 billion. Issuance of
koruna eurobonds also continued. At the end of June, their outstanding volume totalled CZK 55.1
billion. Their yield curve is moving at the highest level by comparison with government bonds and IRS. 

III.1.3.3  Client interest rates 

Client interest rates continued in their downward trend. Interest rates on newly granted credits fell by
3 percentage points in the first five months of 1999, reaching 8.9% in May. Rates on time deposits saw
a similar trend (dropping by 3.1 percentage points to 5.6%). Although deposit rates fell to a historical
low, this did not affect the level of deposits. Among the factors sustaining high savings are a preference
for traditional methods of depositing money, real wage growth, and possibly also households� concerns
regarding future developments (lower purchasing power, loss of employment). The interest rate margin
fluctuated just above the 4 percentage point level. 

Following a temporary increase at the beginning of the year, real interest rates11) also started falling.
Deflated by PPI, they were lower than in 1998, when they were running at a historical high. In May,
real interest rates on newly granted credits stood at 6.4% in CPI terms and at 8.5% in PPI terms. Real
interest rates on time deposits also fell; in CPI terms they were moving above the 3% level. 

11) Theoretically, the best way of calculating real rates is to deflate the latest nominal rates by expected inflation. However, there are no generally
acknowledged statistical surveys of inflation expectations in the Czech Republic. Consequently, real interest rates are calculated by deflating
nominal interest rates by the latest CPI and PPI outturns.  



III.1.4  The exchange rate

In Q2, the average monthly values of the koruna�s nominal exchange rate showed no major
fluctuations. The average monthly exchange rate against the euro gradually strengthened, while against
the dollar it weakened moderately. The gradual lowering of the repo rate during the period under
review did not cause any substantial changes in the exchange rate. 

As regards the koruna�s daily exchange rate against the euro, a modest appreciation trend emerged at
the beginning of April. This halted a month later. The price of the euro during May was moving without
major fluctuations around the CZK 37.60 level. The appreciation trend resumed at the beginning of
June. The strengthening of the koruna against the euro is attributable particularly to the government
decision regarding the privatisation of ÈSOB (the expected settlement of this transaction increased
demand for korunas). In addition, the appreciation was fostered by expectations of capital inflow in
connection with the other privatisation plans of the government and local authorities, and by incentives
for foreign investors. 

As in the past, the CZK/USD exchange rate was more volatile than the CZK/EUR rate. This was due to
the big fluctuations of the dollar on international financial markets, in particular owing to the military
operations in Kosovo and economic indicators in the USA and the EU. The renewed strengthening of
the dollar against the euro in June was attributable to the favourable outlook for the US economy, the
expected moderate increase in key rates in the USA, and information on problems with budgetary
discipline within the EU.  
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The koruna�s real exchange rate against the Deutsche Mark (the euro) was flat or slightly appreciating
between March and May. In view of the low inflation outturns both in the Czech Republic and in EU
countries, this trend can be attributed entirely to the nominal CZK/EUR exchange rate.



III.1.5  Capital flows

The financial account of the Czech Republic showed a surplus of CZK 14.3 billion for 1999 Q1, down
by approximately 40% compared with the same period a year earlier. However, the inflow structure
improved sharply in favour of foreign investment. The volume of this investment represented 135% of
the overall financial account balance. Debt capital meanwhile saw a moderate outflow. 
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1993 1994 1995 1996 1997 1998 1999

Financial account 13.5 19.2 43.0 2.2 21.2 24.1 14.4
Direct investment 8.4 -0.4 3.0 8.1 7.9 7.7 19.3
- Czech abroad -0.4 -2.8 -0.3 -0.6 -0.7 -0.2 -0.8
- Foreign in Czech Republic 8.8 2.4 3.3 8.7 8.6 7.9 20.1
Portfolio investment -0.1 7.2 0.8 -3.5 -5.5 -0.5 1.5
- Czech abroad -0.1 -0.2 -1.6 0.0 3.4 -3.9 -2.9
- Foreign in Czech Republic 0.0 7.4 2.4 -3.5 -8.9 3.4 4.4
Other investment 5.2 12.4 39.2 -2.4 18.9 16.9 -6.4
1. Long-term investment 1.6 7.4 14.0 12.2 10.6 -12.1 5.8
- Credits granted abroad 2.4 2.9 0.9 -2.5 -2.9 0.9 -12.4
- Credits accepted from abroad -0.8 4.5 13.1 14.7 13.5 -13.0 18.2
2. Short-term investment 3.2 5.0 25.2 -14.6 8.3 29.0 -12.2

Table III.5  Financial account in the first quarters of 1993 - 1999 (in CZK billions)

The inflow of foreign direct investment to the Czech Republic in 1999 Q1 reached CZK 20.1 billion,
which is roughly 2.5 times higher than in the same period a year earlier. Within the inflow structure,
investment in services accounted for the biggest share (trade 41.5%, communications 13.7%, and
finance 10.0%). Investment in industry accounted for only about one third of the total direct investment
in Q1. The largest investors were the Netherlands (with a total share of 23.4%), Germany (with 13.4%),
the USA (12.8%) and Austria (10.9%). Czech direct investment abroad rose markedly (more than five
times) in year-on-year terms; however, it continued to be of little significance (CZK 0.8 billion). The net
inflow of direct investment was CZK 19.3 billion. 

Portfolio investment remained virtually flat in 1999 Q1 with a net inflow of CZK 1.5 billion. Equity
securities showed a net outflow of approximately CZK 5.9 billion, which was almost entirely due to
purchases of foreign shares by residents. In comparison with the same period a year earlier, when the
net inflow stood at CZK 6.1 billion, this represents a substantial worsening. Foreign investors� interest in
domestic shares stagnated. However, given the developments on the domestic share market in 1999
Q2, growth in foreign investment in equity securities can be expected in Q2. Debt securities saw a net
inflow of CZK 7.4 billion.



Other investment recorded a deficit of CZK 6.4 billion in 1999 Q1 owing to assets rising faster than
liabilities. The most important item affecting the overall balance on the other investment account was
the net outflow abroad of short-term capital of commercial banks, which reached CZK 14.3 billion.
Another significant item was the net long-term capital outflow of CZK 8.0 billion in the commercial
bank sector. In contrast to the banking sector, the business sector showed net debt capital inflow worth
CZK 16.5 billion, of which long-term capital accounted for CZK 14.3 billion and short-term capital
CZK 2.2 billion. Government and CNB operations were virtually negligible (CZK -0.6 billion). 

The overall financial account surplus exceeded the current account deficit by CZK 4.0 billion. The
CNB did not intervene on the foreign exchange market and limited its activities solely to purchases of
foreign currency for debt servicing (government and CNB). The CNB�s international reserves increased
in real terms thanks to interest yields of CZK 3.4 billion. However, apart from these interest yields, the
reserves were affected in particular by the koruna�s exchange rate movement vis-à-vis the euro and the
dollar and by the mutual development of the dollar and the euro. In koruna terms, the reserves rose by
CZK 49.4 billion, from CZK 376.7 billion at the end of the year to CZK 426.1 billion, mainly because
of the koruna�s depreciation in Q1. However, in dollar terms, the reserves fell from USD 12.6 billion to
USD 11.9 billion owing to the appreciation of the dollar against the euro (approximately two thirds of
the CNB�s international reserves are held in euros). 

In April and May, the situation on the foreign exchange market stabilised, signalling approximate
equilibrium between demand and supply. Starting in June, fairly strong appreciation pressures were
felt, reflecting investors� changed view of the koruna in light of the expected sale of ÈSOB, the
prospects for further capital inflow in the second half of the year, and the slightly improving trade
balance. However, direct purchases of korunas on the part of the Belgian KBS to pay for ÈSOB shares
have yet to take place. In Q2, the CNB purchased on the foreign exchange market foreign currency
totalling approximately CZK 4.8 billion, which was used for repayment of foreign debt. 

The international reserves rose moderately in real terms because of the interest yields. In koruna terms,
they dropped moderately by CZK 10.9 billion to CZK 415.2 billion owing to the appreciation of the
koruna at the end of the quarter. They also fell slightly in dollar terms, by USD 0.2 billion to USD
11.7 billion, mainly because of the dollar�s appreciation against the euro.  
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Implications for inflation 

In the period under review, growth occurred in both nominal and real money balances, expressed as
the year-on-year increases in the monetary aggregate M2. This is a result particularly of increased
foreign investor interest in investment in the Czech Republic, which is being financed by domestic
banks. The rise in year-on-year money supply growth is likely to affect monetary and economic
developments in the longer run. However, in view of the current level of output, the CNB expects more
significant implications for GDP. The M2 trend is consistent with the CNB�s inflation targets.



The interest rate developments in Q2 indicate a certain change in market expectations regarding future
inflation. During May, interest rates started increasing in all segments of the financial market and yield
curves attained positive slopes in connection with the higher inflation expected in the second half of
1999. Although the situation stabilised to some extent during June, a slight rise in inflation was still
being expected.

The inflation outturns in Q2 did not confirm that the weakening of the Czech currency in the first
months this year would have a major impact. It seems, therefore, that the subdued domestic demand in
the monitored period was sufficient to counterbalance any pass-through of the koruna�s weakened
exchange rate into domestic prices. In Q2, the koruna�s nominal exchange rate against the two key
currencies (the euro and the dollar) developed in opposite directions (the koruna�s exchange rate
strengthened against the euro and moderately weakened against the dollar). With regard to its effect on
current and future inflation, the exchange rate can be viewed overall as stabilised, or slightly anti-
inflationary. 

Capital flows in 1999 Q1 fully covered the current account deficit. The relatively pronounced
weakening of the koruna�s exchange rate resulted from changed investor expectations regarding the
exchange rate owing to the less favourable trade balance in the second half of 1998 and the more
negative attitude towards emerging markets following the Brazilian currency crisis. This fed through
directly into the liquidation of non-residents� koruna positions within the off-balance sheet operations
of commercial banks and into a reduction of koruna eurobond positions (items which are not included
in the balance of payments). During the course of April and May the situation on the foreign exchange
market stabilised. In June, the koruna started appreciating slightly because of more optimistic investor
expectations (the renewed improvement in the trade balance and the expected impact of the sale of
ÈSOB on the foreign exchange market).       

III.2  Demand and output

The decline in GDP further intensified in 1999 Q212). This was largely the result of falling external
demand in transition countries, which adversely affected the creation of value added in industry. The
fall in domestic demand, caused primarily by decreasing investment, contributed to the GDP decline to
a lesser extent. The continuing rise in government consumption and the moderate pick-up of
household consumption amid renewed growth in real household incomes, however, were not
sufficient to offset the decline in investment. 

III.2.1  External demand

The previous quarter�s negative trend in exports of goods and services continued into 1999 Q1. The
year-on-year fall in exports increased by almost 2 percentage points against 1998 Q4 to -3.1%. This
further decline was mostly due to the worsening sales opportunities for Czech products resulting from
weaker external demand on a number of foreign markets, particularly nations with transition
economies. The trade balance data for 1999 Q2 (in current prices), however, indicate a renewal of
positive trends, with exports outpacing imports (in April�May 1999 exports rose by 9.4% and imports
by 0.7%).
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12) The evaluation of GDP is based on revised CSO estimates - for more details see the box on page 29 "Revisions to the statistical data on GDP". The
new data do not signify a fundamental revision of the previous GDP analyses, but in some cases they modify the conclusions contained in earlier
Inflation Reports.



The external trade conditions worsened mostly vis-à-vis countries with transition economies, including
the CIS, where demand for imports fell owing to the unfavourable economic situation. The decline in
exports to these countries continued into 1999 Q1, reaching extreme values (a year-on-year fall of
28.3%, or CZK 16.6 billion)13). Almost one third of this decline was attributable to a fall in exports to
Slovakia (down by 22.3%, or CZK 5.1 billion), where weakening economic growth accompanied by
falling industrial and construction output, rising unemployment and falling international reserves
resulted in lower demand for Czech imports. Despite the rapid fall in mutual trade, Slovakia remains an
important trading partner of the Czech Republic, with an 8.7% share of total exports. Exports to Russia
also receded significantly, as no substantial progress was made in resolving its economic problems
(a year-on-year fall of 65.6%, or CZK 4.5 billion).

On the other hand, exports to advanced market economies confirmed a continuing interest in Czech
products. In 1999 Q1, exports to these economies rose by 4.3% in year-on-year terms. Exports to
Germany were especially favourable (up 7.6%; and for January�May up 13.4%). At the same time, the
export commodity structure indicated a rise in foreign demand for products with higher value added,
and lower interest in food, raw materials and semi-manufactures.14)

The accelerating contraction of exports in 1999 Q1 was also the main cause of a further worsening of
the external imbalance, as measured by negative net exports, compared with the same period a year
earlier. In absolute terms, negative net exports were close on CZK 30 billion (Table III.6).
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1995 1996 1997 1998 I/1998 II/1998 III/1998 IV/1998 I/1999

GROSS DOMESTIC PRODUCT 6.4 3.8 0.3 -2.3 -0.7 -1.9 -2.6 -3.9 -4.5
AGGREGATE DEMAND 11.4 7.7 3.0 1.9 4.9 2.0 0.6 0.1 -1.9
(domestic demand and exports)

DOMESTIC DEMAND 8.8 6.9 0.3 -3.2 -5.4 -5.2 -3.1 0.9 -1.0

DOMESTIC EFFECTIVE DEMAND 1) 7.8 5.7 0.3 -2.5 -3.2 -5.1 -2.1 0.1 -0.9

of which:
Household consumption 6.0 6.9 2.1 -3.0 -2.5 -7.1 -0.8 -1.3 0.5
Government consumption 2) -3.4 -1.1 3.4 0.8 -5.3 1.4 1.3 5.0 3.8
Gross fixed capital formation 19.9 8.2 -4.3 -3.8 -3.1 -5.9 -6.6 -0.6 -7.1

EXPORTS OF GOODS AND SERVICES 16.9 9.2 8.1 10.7 25.6 14.7 7.1 -1.2 -3.1
IMPORTS OF GOODS AND SERVICES 21.2 14.3 7.2 7.9 13.5 7.7 5.5 5.6 1.6

NET EXPORTS  (CZK billions) -65.7 -112.8 -113.1 -97.6 -18.3 -15.4 -21.2 -42.8 -29.7

Table III.6  Real output and demand (y-o-y growth in %, 1995 constant prices)

1) Domestic demand excluding change in inventories
2) Including non-profit institutions

13) The data below on the territorial and commodity structure of exports are in current prices.

14) Engineering and electrical engineering products accounted for about half the exports (50.9%), up by 3.7 percentage points from a year earlier. Total
exports of these commodities rose by 1.9% in 1999 Q1 in year-on-year terms. By contrast, exports of food, raw materials and semi-manufactures
dropped in the same period by 23.3%, partly because of the falling prices of raw materials and foodstuffs on global markets, but mostly as a result of
the subdued external demand for these commodities. 



With the import propensity of GDP remaining high15), the further decline in GDP caused a substantial
weakening of import growth. However, exports fell more rapidly. The result was an increase in
absolute negative net exports and a worsening of this indicator�s share in GDP compared with the same
period a year earlier. 
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The above developments in imports and exports meant that there was no renewal of the positive
contribution of the external sector to GDP in 1999 Q1. With imports slightly rising (by 1.6%) and
exports falling (by 3.1%) in year-on-year terms, the external sector in 1999 Q1 remained, as in 1998
Q4, a factor of GDP contraction. Unlike in 1998 Q4, however, the moderately falling domestic demand
also contributed to the GDP decline.

III.2.2  Domestic demand

According to the revised GDP estimates, domestic demand fell again in 1999 Q1, following the slight
rise (of 0.9%) in 1998 Q4, which was due to a sizeable slowdown in the investment demand decline
and an extraordinary increase in government consumption in the final months of 1998. The main
reason for the decrease in domestic demand was a pick-up in the rate of decline in investment demand.
After a slowdown in the year-on-year decline in 1998 Q4 to -0.9%, the rate of decrease of gross fixed
capital formation returned to the levels of 1998 Q2 and Q3 (-7.1%). However, the decline was offset to

15) The import propensity of GDP in 1999 Q1 was 80.1%. Imports for intermediate consumption fell significantly (down 12.8% from a year earlier in
current prices). This decrease was caused to a certain extent by the very low prices of raw materials (especially oil), but primarily by the recession in
domestic industrial production. Investment imports rose by 16% in current prices.



a large extent by continuing growth in government consumption (of 3.8%) and by a moderate rise in
household consumption (of 0.5%).
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A more substantial revival of domestic demand, particularly investment demand, was prevented by the
lack of projects acceptable to commercial banks from the point of view of credit-granting. This was
largely due to the unfinished restructuring of the corporate sector (especially in the area of ownership
relations), the present financial situation of businesses, and uncertainty about future economic
developments. These were the main reasons for investment loans as yet signalling no desirable response
to the CNB�s gradual lowering of interest rates (the volume of investment loans granted remained
virtually unchanged in 1999 Q1). At the same time, the influence of expectations of future economic
developments on the investment decisions of the corporate sector cannot be excluded; these
expectations are based on none too optimistic scenarios for both domestic and external demand.

The recovery in consumer demand was fostered by renewed year-on-year real growth in all the basic
components of household incomes � wages (thanks mainly to wage changes in the non-business
sector), as well as social and other incomes, which showed robust growth. The increase in government
consumption was due mainly to increased health insurance company expenditures. 

Investment demand

Although investment registered a relatively sharp decline in 1999 Q1 (of CZK 6.3 billion in year-on-
year terms), the rate of investment remained relatively high (at 25.3%).16) The ongoing steep drop in
investment was caused not only by the above problems with obtaining sources of financing (owing to
the incomplete restructuring of the corporate sector and uncertainties about future developments of
both domestic and foreign demand, together with the greater prudence of commercial banks), but also
by the ongoing structural changes in investment allocation. This showed up in a continuing contraction
of investment in areas that experienced an investment boom in previous years. Moreover, investment by
financial institutions fell by almost 50% (47.5%) in 1999 Q1, and investment in infrastructure dropped
by 18.5%. Government investment also fell substantially (by 25.1%).17)

On the other hand, capital investment by non-financial businesses recorded the smallest decrease of all
the economic sectors (falling by 5.4%). However, in view of the weight of this sector in overall capital
investment, its contribution to the investment contraction was the most substantial. The decline in
investment by non-financial businesses was largely due to a further sizeable year-on-year drop in
construction investment (of 36.2%); machinery investment meanwhile rose slightly (by 1.3%). The
larger investment decline in other sectors meant that the share of non-financial businesses in total
investment rose by 3.5 percentage points to 75.1%.

16) Rate of investment = ratio of gross fixed capital formation to GDP in 1995 constant prices.

17) The calculations in constant prices below are based on 1994 prices.



From the sectoral point of view, the investment trend signalled some positive changes. In 1999 Q1
� unlike in the previous quarter � growth was registered not only in large firms under foreign control
(up 74.6% in current prices against a year earlier), but also in medium-sized domestic private firms (up
36.8% in current prices). In all non-financial businesses with other forms of ownership, the value of
investment fell in year-on-year terms for the reasons given and analysed in previous Inflation Reports
(increased bank prudence, incomplete restructuring of the corporate sector, insufficient creation of own
funds from profit and write-offs, etc.).

The growth in investment in the manufacturing sector was a positive factor. With a rise of 10.8%
against the same period a year earlier, its share in total investment rose to 26% (in 1994 prices). The
rise in manufacturing investment was linked with an expansion in construction investment (up 19%)
and machinery investment (up 15%). Within manufacturing, the share of investment in engineering and
electrical engineering production rose most significantly (by 11.7 percentage points to 39.2%).

During 1999 Q1, investment in individual housing construction also increased (by 4%). However, total
household sector investment dropped by 8.1% in year-on-year terms owing to declining investment by
natural persons-entrepreneurs (down 14.9%).

Consumer demand

The decline in household consumption halted in 1999 Q1 (Charts III.21, III.23). Whereas in 1998 Q4,
household consumption was still on the decrease in year-on-year terms (falling by 1.3%) amid
continuing decline in real disposable household incomes, in 1999 Q1 it showed a moderate rise (up by
CZK 0.9 billion, or 0.5%). This upturn in household consumption was triggered by renewed growth in
all components of real household incomes, brought about by rising nominal household incomes and
falling inflation (Table III.11). The concurrent rise in the savings ratio (to 10.1%18)) indicated that the
increased incomes were not being used exclusively for purchases of goods and services, but also partly
for boosting financial reserves. 
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18) Savings ratio (CNB methodology) = change in net financial assets/disposable income; Financial assets = CZK and foreign currency deposits + cash +
securities + change in technical reserves for life insurance and supplementary pension insurance; Financial liabilities = CZK and foreign currency
loans



The increased effective demand helped above all to further revive sales of food, whose prices dropped
further during 1999 Q1. Year-on-year growth in food purchases in 1999 Q1 was up by 6.5 percentage
points against 1998 Q4 to 9.6%. Households increased their spending also on recreation, culture,
sport, transport and telecommunications. By contrast, sales of other goods (durables in particular) and
services did not signal any recovery in demand. Lower household expenditures were registered
especially in the areas of education, clothing and household equipment. 

Consumer demand continued to be met mostly (about two thirds) from domestic sources. According to
seasonally adjusted data, the share of imports in household consumption did not increase in 1999 Q1
(Chart III.24). 
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Government demand

Government expenditure on public consumption rose by 3.8%19) during 1999 Q1 against a year earlier.
This was mostly due to a rise in transfers to social and health insurance funds, which, thanks to their
advance payment, are the fastest-growing component of state budget expenditures. The rise in transfers
was due on the one hand to a higher state contribution per insured person effective from 1 July 1998,
and on the other hand to higher unemployment and an increase in the number of persons whose
insurance is paid by the state. 

19) Including non-profit institutions



The lower drawing on budget expenditures in 1999 Q1 (20.5% of the annual allocation) was in line
with the usual trend for the first months of the year. The Ministry of Finance�s regulatory measures for
the budget chapters, including the General Cash Management chapter, are also contributing this year
to slower drawing on expenditures. The drawing on individual types of expenditure has so far been
quite uneven. Above all, a substantial reduction is visible in drawing on capital expenditure, which is
28.9% lower than the same period a year earlier despite the fact that the regulatory measures do not
apply to this area. 

The budget performance in 1999 Q2 is tending towards a gradual widening of the deficit, caused
mainly by a decline in the revenues (especially tax revenues) that respond directly to economic
decline. The continuing regulation of state budget spending (except for mandatory expenditures) means
that the fastest growing component of expenditure on government consumption remains the group of
transfers to social and health insurance funds and spending on state social contributions (passive and
active employment policy) resulting from the acceleration in unemployment. 

28

1995 1996 1997 1998 1998 Q1 1998 Q2 1999 Q1 1999 Q2

State budget (CZK billions)
Revenues 439.0 482.9 508.9 537.4 123.5 258.6 126.7 273.9
Expenditures 431.8 484.5 524.6 566.7 115.9 256.8 124.6 279.9
Balance 7.2 -1.6 -15.7 -29.3 7.6 1.8 2.1 -6.0

Local budgets (CZK billions)
Revenues 129.1 161.7 149.8 161.8 31.1 72.2 33.4
Expenditures 132.3 171.1 154.6 160.3 29.0 69.1 29.4
Balance -3.2 -9.4 -4.8 1.5 2.1 3.1 4.0 0.0

Net public budgets balance 4.0 -11.0 -20.5 -27.8 9.7 4.9 6.1

Share of public budgets balance
in GDP (%) 0.3 -0.7 -1.2 -1.5 2.3 0.6 1.4

Table III.7 Public budgets   

Note: Public budgets in the narrower sense, i.e. state budget and local budgets



Revisions to the statistical data on GDP

When releasing the data on GDP in 1999 Q1, the Czech Statistical Office (CSO) also published
retrospective changes in the statistical data since 1994. The revisions were necessitated by the
requirements of the EU Statistical Office (Eurostat) for making international comparisons of economic
performance in different countries. In addition to Eurostat�s methodological recommendations, the
revisions took account of changes in indicators stemming from updated external data (e.g. in the area
of foreign trade) and the results of revisions to the quarterly statistical statements for 1997 and 1998.
The adjustments to the GDP statistics include:

� changes in the level of GDP and related changes in individual components of domestic demand
in current prices;

� adjustments to deflators in individual years and quarters;
� changes to the GDP level in constant prices in individual years and quarters ensuing from the

above changes;
� transfer of the time series from the price level of 1994 to that of 1999;
� changes in the distribution of annual GDP into individual quarters.

The GDP level in current prices has been increased by 2%�3% over the entire time series
(1994�1998). The CSO has made partial adjustments to the deflators in all the revised years. These
changes have partially modified the resulting relationship between data in constant prices and in
current prices, but have not brought any fundamental changes in the year-on-year trends, as is clearly
shown in Chart 3 on GDP in constant prices using the original and revised figures.

More significant changes have been made to the quarterly data on GDP and domestic demand and
their individual segments (inventories in particular). The revisions affected the first and fourth quarters
mostly strongly, with consequent implications of the altered bases for year-on-year GDP comparisons
in individual quarters (Chart 2). These comparisons served as the foundation for analyses in previous
Inflation Reports.

Compared to the previous CSO publications on GDP, the latest publication for 1999 Q1 also
comprises a complete time series of data on GDP structure by sector in current and constant prices
based on gross value added.
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The weaker external demand above all affected gross value added in industry, which, together with the
service sector, is the main component of GDP on the supply side.21) Industry accounted for more than
50% of the year-on-year GDP decline in 1999 Q1, although there were differences in individual
branches. The relatively large year-on-year drop (of 6.2%) in gross value added in industry was mostly
the result of weaker external demand in transition economies.

However, the decline in gross value added did not increase, remaining flat compared with 1998 Q4
and slowing by 0.9 percentage points against 1998 Q3 (Chart III.26). Industrial output developed
essentially in line with businesses� prior expectations, which were based primarily on order coverage of
production. The latest business surveys show more favourable expectations associated with the export
trend. 
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20) See parts III.2.1 and III.2.2 of this Report.

21) According to CSO data, industry accounted for 41.1% of GDP, services and trade for 51.8%, construction for 2.8% and agriculture for 4.3% in
1999 Q1.

III.2.3  Output

The decline in GDP further intensified in 1999 Q1. The year-on-year fall of 4.5% was the result of the
further weakening of external demand and the renewed contraction of domestic demand for reasons
analysed in more detail in other parts of this Report20) (Charts III.20 and III.25).



The decrease in value added in other sectors was, unlike in industry, the result of persisting low
domestic demand. In 1999 Q1, the most sizeable falls in gross value added were in commercial
services, other services and construction.

The greatest relative fall was registered in construction (down 39.4% against a year earlier). Demand
for construction work depends primarily on the level and structure of domestic investment demand.
The decline in investment and, in particular, the ongoing structural changes in non-financial sector
investment (subdued investment in construction and buildings in favour of investment in machinery),
combined with falling capital expenditures from the state budget and the decline in household and
financial institution investment, contributed to the sharp fall in construction work in 1999 Q1.

The service sector was favourably affected in Q1 by a rise in value added in trade (under conditions of
a slight consumer demand upturn) as well as in institutions involved in financial intermediation. In
other services segments, the year-on-year decreases (of between 10% and 15.9%) indicated a persisting
contraction of demand for these services. 

Financial performance of non-financial organisations and corporations

From the point of view of the financial performance of non-financial institutions, the further fall in GDP
reflects another decrease in gross profit amid generally worsening efficiency indicators (particularly
wage costs). Part of the deterioration was also due to a higher comparison base from the previous year. 

Against the same period a year earlier, gross profit in selected non-financial organisations and
corporations with more than 100 employees contracted roughly by one fifth in 1999 Q1, with costs
outpacing revenues by 1.2 percentage points. Cost, revenue and equity profitability deteriorated, as did
wage costs. Only material costs saw more favourable figures than a year earlier. Their improvement
was largely due to lower input prices, with raw materials prices on global markets generally more
favourable than a year earlier. 

In 1999 Q1, the positive effects of lower input prices were sufficient to offset the increasing wage costs
but failed to compensate for the influence of the rise in other operating costs. This led to a relatively
large drop in gross profit creation compared with 1998 Q1.
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Q1 Q1 Change in
in CZK billions y-o-y change perc. points

1998 1999 in % 1998 1999 Q1

Total revenues 693.4 695.7 0.3 Cost profitability 5.47 4.28 -1.19
(profit/costs)

Total output 508.3 481.0 -5.4 Equity profitability 2.50 1.98 -0.52
(profit/equity)

Total costs 657.4 667.2 1.5 Output profitability 7.08 5.93 -1.15
of which: (profit/output)
intermediate 
consumption 337.2 312.2 -7.4 Material costs 66.34 64.90 -1.44

(intermediate cons./output)
personnel costs 1) 82.5 83.2 0.8 Wage costs 16.23 17.29 1.07

(personnel costs/output)
Pre-tax profit 36.0 28.5 -20.7

Table III.8  Selected financial indicators in 1999 Q1
(for non-financial organisations and corporations of all industries with more than 100 employees)

1) Includes wage and other personnel costs, remunerations to members of companies and co-operatives, social security costs and social costs

The deteriorating financial results in selected non-financial organisations was accompanied by a
growing number of loss-making organisations (up 3.4% from a year earlier) and by rising insolvency.
Above-average results for profit creation and output profitability in 1999 Q1 were achieved only in
organisations under foreign control.



Implications of demand and output developments for inflation

The overall domestic demand trend in 1999 Q1 � characterised by a renewed moderate year-on-year
decline following the stagnation in the previous quarter, did not create conditions for an upsurge in
demand-pull inflationary pressures in the economy. Neither was such a danger generated by the
moderate upturn in consumer demand fostered by the renewed growth in real household incomes, as
household demand was focused mainly on food, where pricing has a distinct nature at present. The list
of factors reducing the inflationary risks emanating from the more rapid rise in household incomes also
includes the increase in the savings ratio in 1999 Q1. 

At the same time, the financial performance of the set of selected non-financial organisations and
corporations indicates the existence of potential risks of cost-push inflationary impulses arising from
the increasing wage costs of output; these costs, however, have so far been offset by falling material
costs. This is consistent with the conclusions of wage analyses conducted at the macroeconomic level,
which point mainly to a rise in unit wage costs in 1999 Q1. 

III.3  The labour market

During 1999 Q1, the labour market saw widening imbalance. Compared with the same period a year
earlier, the excess of labour supply over demand increased. The gap between growth of real wages and
labour productivity widened, as did that between real wage growth and the increasing unemployment.
Labour costs grew not only in absolute terms, but also in relation to productivity. The above processes
led to an accumulation of wage-inflationary potential, which has so far been subdued by the cyclical
development of the economy. The rise in the unemployment rate was not strong enough to fully offset
the unbalanced trends.

III.3.1  Wages and financial incomes

During the period under review, the growth rates of nominal wage indicators were generally falling,
but in real terms all monitored indicators showed a sizeable increase. Average real wages in 1999 Q1
were up 5.4% in year-on-year terms, which means that the upward trend that started in the previous
quarter continued. With respect to sector structure, the non-business sector registered a rise of 10.6%
and the business sector an increase of 4.4%. Although wages rose across the board, employees of
budgetary and subsidised organisations predominate on the one hand, and those of state-owned
corporations on the other. 
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96 Q1 96 Q2 96 Q3 96 Q4 1996 97 Q1 97 Q2 97 Q3 97 Q4 1997 98 Q1 98 Q2 98 Q3 98 Q4 1998 99 Q1

AVERAGE WAGE (nominal) 17.4 21.0 16.5 17.1 18.0 14.0 13.3 12.8 8.4 11.9 10.9 7.0 9.2 10.1 9.3 8.6 
(real) 7.9 11.5 6.6 7.8 8.4 6.3 6.3 2.6 -1.5 3.2 -2.1 -5.0 -0.3 2.4 -1.4 5.4 

of which:
Non-business sector (nominal) 15.0 33.0 15.3 18.5 20.6 12.4 11.0 10.2 -6.6 5.8 5.0 -6.2 3.0 15.1 3.9 13.9 

(real) 5.6 22.5 5.5 9.1 10.8 4.9 4.2 0.3 -15.2 -2.4 -7.4 -16.7 -5.9 7.1 -6.2 10.6 
Business sector (nominal) 18.2 17.1 17.0 16.6 17.1 14.3 14.1 13.4 13.0 13.6 12.6 11.1 10.9 8.9 10.9 7.5

(real) 8.6 7.9 7.0 7.3 7.6 6.7 7.0 3.2 2.7 4.8 -0.6 -1.4 1.2 1.3 0.1 4.4
of which:
private organisations (nominal) 1) . . . . . 14.0 13.6 12.4 12.0 12.8 11.3 9.2 9.0 6.6 8.9 6.0 

(real) . . . . . 6.3 6.5 2.3 1.7 4.0 -1.8 -3.1 -0.5 -0.8 -1.7 3.0
state organisations (nominal) 2) . . . . . 16.2 16.3 15.4 15.5 15.9 11.8 10.2 12.4 11.3 11.4 11.1 

(real) . . . . . 8.4 9.1 5.0 4.9 6.9 -1.4 -2.3 2.6 3.6 0.6 7.9
international organisations (nominal) 3) . . . . . 13.3 15.9 14.7 13.3 14.3 14.1 17.3 12.1 12.1 14.1 10.5 

(real) . . . . . 5.7 8.7 4.4 2.9 5.4 0.7 4.1 2.4 4.3 3.0 7.4

Table III.9  Basic data on wages (y-o-y change in %)

1) Including domestic (legal and natural) entities without state ownership 3) Including entities with domestic and foreign capital
2) Including domestic (legal and natural) entities with 100% state ownership Source: CSO



Labour productivity in industry fell by 5.8% in year-on-year terms, although the real product wage rose
by 6.5%. As regards industrial producers, the price of labour per unit product (real unit wage costs)
increased by 13%, compared with 9.1% in 1998 Q4 and 4.5% in Q3. This means that, in industry,
growth in real product wages is showing a sustained lead over that of labour productivity.
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96 Q1 96 Q2 96 Q3 96 Q4 1996 97 Q1 97 Q2 97 Q3 97 Q4 1997 98 Q1 98 Q2 98 Q3 98 Q4 1998 99 Q1

Unit wage costs 11.9 15.5 10.6 12.1 12.5 8.6 9.3 10.6 3.6 7.9 8.5 5.5 8.2 9.1 7.7 9.4
(nominal wage incomes/GDP 
in constant prices)
GDP deflator 10.3 10.6 9.8 8.1 9.7 6.1 5.9 6.9 7.1 6.5 10.5 11.3 11.1 11.0 11.0 4.1
Real unit wage costs 1.4 4.5 0.7 3.7 2.6 2.3 3.2 3.5 -3.2 1.3 -1.8 -5.2 -2.6 -1.8 -2.9 5.2 
(unit wage costs/GDP deflator)

Whole-economy labour productivity 2.4 2.9 1.8 3.3 2.6 2.5 0.4 -0.7 2.3 1.1 0.8 -0.2 -0.5 -1.7 -0.4 -1.5

Table III.10  Wage, price and productivity indicators (y-o-y change in %)

Source: CSO, CNB calculation

The first quarter of 1999 saw a year-on-year rise in wage incomes for the first time since mid-1997 (see
Table III.11). The increase in average real wages was so sharp that it could not be offset even by
accelerated lay-offs. The previous downward trend in real unit wage costs halted and switched to a
steep rise. The current growth in nominal unit wage costs is the fastest since 1997 Q3.



The upward trend in real wages was registered also in other segments of financial household incomes.
Here it was even quicker: social incomes grew the fastest, followed by other incomes and incomes
from wages.
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96 Q1 96 Q2 96 Q3 96 Q4 1996 97 Q1 97 Q2 97 Q3 97 Q4 1997 98 Q1 98 Q2 98 Q3 98 Q4 1998 99 Q1

HOUSEHOLD FINANCIAL INCOMES 
(nominal) 11.3 12.7 12.0 16.6 13.3 12.6 13.5 12.4 10.0 12.1 11.1 6.1 4.2 2.7 5.8 6.0 
(real) 2.3 3.8 2.5 7.4 4.1 5.1 6.5 2.3 -0.1 3.3 -1.9 -5.9 -4.8 -4.5 -4.5 3.0 

of which:
Wage incomes                (nominal) 16.7 20.2 14.5 15.9 16.8 11.1 9.4 8.6 4.6 8.2 7.7 3.5 5.3 4.8 5.2 4.6 

(real) 7.2 10.7 4.8 6.7 7.3 3.7 2.6 -1.1 -5.0 -0.2 -5.0 -8.2 -3.9 -2.5 -5.0 1.6 
Social incomes (nominal) 13.3 21.2 12.0 18.4 16.2 13.8 10.1 14.2 14.7 13.2 11.2 8.2 12.9 4.5 9.1 9.8 
Other incomes (nominal) 1.0 -4.5 8.0 17.0 5.5 14.8 24.6 17.9 17.6 18.7 17.6 9.5 -2.0 -2.0 4.8 5.9 

Table III.11  Basic data on household incomes (y-o-y change in %)

Source: CNB statistics

The developments in 1999 Q1 indicate a build-up of wage-inflationary pressures. The excessive rate of
growth of wages and incomes, which departed from the developments in productivity and GDP
indicators, was generated by two fundamental factors: a 17% increase in the tariff components of wages
in the budgetary and subsidised sector; and the fact that, for wage bargaining purposes, the trade unions



sent out a signal about expected inflation into the economy that was very different from that of the CNB
(as much as 9.5% higher). As regards the inflation estimate, the reality turned out to be close to the
CNB�s estimate. Nevertheless, the exaggerated parameters of collective wage bargaining passed
through to a large extent into the economy in 1999 Q1. This was confirmed by year-on-year rises in
nominal wages of 7.5% in the business sector and of almost 6.5% in industry. The build-up of wage-
inflationary potential arising from exaggerated inflation expectations is visible from both the cost and
the demand point of view.

III.3.2  Employment and unemployment

The trend of the previous two years on the labour market � decreasing employment and an increasing
unemployment rate � continued into 1999 H1. In 1999 Q1, according to official CSO data,
employment fell by 3.5% (or by 2.3% according to the results of the labour force survey, which
additionally includes also women on maternity leave and the armed forces) compared with the same
period a year earlier. In absolute terms, employment decreased by 170,000 persons in 1999 Q1
compared with the same period a year earlier, with all sectors of the economy (primary, secondary and
tertiary) affected. The decline is the highest in both percentage and absolute terms since the 1991�1992
period. In this sense, it corresponds with the cyclical development of the economy; nevertheless, it was
not sufficient to halt either the fall in labour productivity or the growth in real wages. 

35

1998 1999

1995 1996 1997 1998 Q1 Q2 Q3 Q4 Q1 Q2

Total no. of persons employed in whole economy
(average numbers)

Year-on-year change in % 2.6 0.8 -1.0 -1.2 -1.3 -1.4 -1.3 -1.1 -3.5 .
Natural persons - number (in thousands) 5011 5041 4991 4871 4894 4899 4831 4851 4723 .

Number of unemployed 1)

Natural persons - number (in thousands) 153.0 186.3 268.9 386.9 284.1 289.5 350.7 386.9 433.3 435.0 

Unemployment rate 1) 2.9 3.5 5.2 7.5 5.5 5.6 6.8 7.5 8.4 8.4 

Number of job applicants per vacancy 1.7 2.2 4.3 10.3 4.4 5.0 6.8 10.3 13.1 12.6 

Table III.12  Basic data on employment and unemployment

1) As of end of period

In the primary sector, employment contracted by 9.7% against 1998 Q1. This long-term tendency was
recorded in all industries of the primary sector. In the secondary sector, the number of employees was
down by 4.2% in year-on-year terms as of 31 March. All industries of the secondary sector saw falls,
with construction suffering the biggest decrease (8.3%). Here, a link can be seen with the increasing
rate of economic decline in this industry (construction output was down by 16% in Q1 in constant
prices). The number of employees in the tertiary sector fell by 2.2% compared with the same period a
year earlier. 

The chart and table below illustrate the relationship between employment, personnel costs and
productive indicators (measured by the ratio of wages and other personnel costs in businesses with
more than 100 employees in non-financial sectors of the economy). In non-financial industries,
employment fell by 6.7% in 1999 Q1 against a year earlier, while labour costs per unit of value added
decreased by 1 percentage point. Labour costs therefore decreased in relative terms. This aggregate
result, however, conceals completely opposite trends, especially in construction, manufacturing and
catering. These industries are characterised by an above-average share of personnel costs in value
added. In 1999 Q1, labour costs per unit product rose even further.



At the end of June 1999, the unemployment rate was running at 8.4%, representing a year-on-year rise
of 145,500 in the number of newly unemployed persons. The moderate slowdown in the upward trend
in unemployment during 1999 Q2 was affected by a number of seasonal factors. At the end of June, the
unemployment rate was at the level of the end of 1999 Q1. A total of 41.7% of all the unemployed
were receiving unemployment benefit, up 0.5 percentage points against a month earlier.
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The gap between supply and demand for labour widened not only in aggregate terms, but also
particularly in the regional, professional and skill structure of the employable population. The overall
disproportion between aggregate supply and demand for labour was reflected in an ever-increasing
number of job applicants per vacancy. Whereas in December there were 10.3 applicants per vacancy,
at the end of June the figure was 12.6. 



Implications of labour market developments for inflation

The aforementioned labour market developments in 1999 Q1 resulted in a build-up of inflationary
pressures with respect to all income variables. The growth rates of the relevant indicators reached the
level which prevailed in the economy in 1997 Q2 and Q3, i.e. in the period when the unbalanced
trends peaked in the economy. The open wage-inflationary processes in the economy are being
blocked for now thanks mainly to the downward phase of the business cycle (to the detriment of
producers� profit margins) and to movement in the opposite direction in other cost items. In connection
with the gradual economic recovery, it is possible that these latent wage-inflationary risks may
transform into real risks.

III.4  Costs and prices

The previous trend of a gradually slowing year-on-year rise (or year-on-year decline) in most producer
price groups was interrupted in 1999 Q2 by a turnaround in industrial producer prices. Owing to the
renewed rise in prices of energy raw materials (oil) and the koruna�s depreciation, growth in import
prices resumed, leading to a moderate upturn in price growth in this sector. Other producer price
groups saw a continuation of their previous trends. Construction work prices showed a modest
slowdown in growth against 1999 Q1, and the year-on-year decline in agricultural producer prices
intensified (against 1999 Q1, however, agricultural producer prices remained flat at a generally very
low level).

III.4.1  Import prices

Prices of basic raw materials, which are imported to the Czech Republic in substantial volumes,
registered a reversal in the previous positive trends with respect to their impact on the internal price
level. The year-on-year decline in the HWWA index, an aggregate raw materials price index, slowed
significantly in March and April 1999 against the first two months of the year (to -8.4% and -1.8%
respectively). In May it increased slightly (by 0.8%) after 22 months of decline. This was due to prices
of energy raw materials, which rose in April and May by 9.7% and 12.2% respectively in year-on-year
terms after falling for almost two years (in March they registered a decrease of 2.9%). In April 1999, the
price of Ural crude was up by 14.2% from a year earlier to USD 14.18 per barrel, and this year-on-year
rise continued in the following two months (reaching 42.7% in June). In contrast, prices of industrial
and food commodities on global markets continued to drop in March�May.
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The considerable rise in energy raw materials prices passed through directly into import prices in 1999
Q2. However, a gradual moderation of the year-on-year decline in import prices has been visible since
the start of the year, influenced by the koruna�s weakening exchange rate. In May 1999, import prices
dropped by a mere 1.3% owing to the koruna�s gradual weakening (particularly against the dollar, but
also against the Deutsche Mark) and the rising prices of energy raw materials.
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III.4.2  Producer prices

Industrial producer prices

The change of trend in energy raw materials prices and the koruna�s depreciation in 1999 Q1 were the
main factors underlying the slight upturn in industrial producer price inflation in Q2 (Chart III.35).
Following a gradual deceleration in growth culminating in stagnation22) in 1999 Q1, industrial
producer prices recorded moderate year-on-year growth in April, May and June 1999 (of 0.2%, 0.4%
and 0.4% respectively). The reversal in the industrial PPI trend was caused mainly by rising prices in
manufacturing industries with a large share of oil-product processing (coke production and oil refining,
the chemical and pharmaceutical industry).

22) Industrial producer prices were up 0.8% in January 1999, up 0.1% in February and flat in March in year-on-year terms. 



In most other branches of manufacturing, prices continued to fall in year-on-year terms (and remained
flat in month-on-month comparison) as a result of the lower import prices in 1999 Q1 and the weak
domestic demand. Prices in non-manufacturing industries (water, heat and energy distribution and
mining) maintained growth rates roughly at the level of a year earlier. 

The change in trend for industrial producer prices in 1999 Q2 was one of the main reasons for the
renewed moderate growth in adjusted inflation (Chart III.37). Price changes in the oil-processing sector
are transmitted very quickly into prices of fuels and lubricants (which are part of adjusted inflation),
and the changes in oil prices then pass through, with different time lags, into other price groups of both
the industrial PPI and adjusted inflation. Adjusted inflation was affected in 1999 Q2 by the direct pass-
through of the price growth in oil refining into fuel prices.
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Construction work prices

The rise in construction work prices slowed in 1999 Q2 (0.5% in April, 0.4% in May and 0.2% in June
in month-on-month terms and 6%, 5.8% and 5.3% respectively in year-on-year terms). Amid falling
demand for construction work, the year-on-year rise in prices in June 1999 was roughly half that of June
1998 (5.3% against 9.7%). Nevertheless, the rise can still be considered quite high. It is mainly a result
of the slow progress of restructuring in this industry and the relatively heavy interest burden of
construction firms.



Agricultural producer prices

Agricultural producer prices were more or less flat in 1999 Q2 compared with Q1. However, in year-
on-year terms their unprecedented decline continued (-13.5% in April, -17.1% in May and -20.2% in
June). The prices of most agricultural commodities remained, with a few exceptions, at the level
reached after the substantial decline at the close of 1998, which was caused primarily by the Russian
crisis (agricultural producer prices subsequently fell below the level of real producer costs). The
continuing low agricultural producer price level was also attributable to the limited opportunities for
exporting surplus agricultural products. This was due to low state support for exports and the
monopolisation of some branches of the food industry combined with the weak negotiating position of
agricultural primary producers and the ongoing considerable excess of production of some
commodities (milk) over domestic demand.
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Implications of other cost indicators for inflation

The trend in industrial producer prices switched from a decline in 1999 Q1 into a moderate year-on-
year rise in Q2. This was attributable to pass-through of the exchange rate depreciation and, in
particular, the substantial oil price increases into industrial producer prices. Oil prices fed through
directly into adjusted inflation, which as a result started to show stronger year-on-year growth following
the previous slowdown. The expected further growth in energy raw materials prices23) is creating
conditions for further growth in import prices in the future and for subsequent increased pressure for
growth in industrial producer prices. At the same time, there are only limited possibilities for other
factors to offset these effects.

The ongoing dramatic fall in agricultural producer prices in 1999 Q2, accompanied by the present
pricing policy of large retail chains, allowed the sizeable year-on-year drop in food prices to continue.
This trend in agricultural producer prices can be considered unsustainable in the long run from the cost
point of view and is creating significant potential for both producer and food price inflation.

23) Assuming at the same time a stagnation of prices of other imported raw materials and foodstuffs and of prices in the Czech Republic's most
important trading partner economies, as well as a relatively stable koruna exchange rate.



IV.  MONETARY POLICY MEASURES AND INFLATION OUTLOOK

IV.1  Inflation and its determinants � an overview of the main trends

The decline in inflation, which started in 1998 Q2, continued into 1999 Q2, although at a slower pace
than in the previous quarter. The slowdown in the rate of disinflation showed up most strongly in the
indicators of overall inflation. Year-on-year CPI inflation fell by 0.3 percentage points in Q2 (from 2.5%
in March to 2.2% in June). The decrease was much less than in Q1, when CPI inflation dropped by
4.3 percentage points (from 6.8% in December 1998 to 2.5% in March 1999). Month-on-month CPI
inflation was 0.3% in April (mainly because of rising fuel prices), -0.1% in May and 0.2% in June.
Year-on-year regulated price inflation slowed by 0.6 percentage points during 1999 Q2 against March
1999 to 11.1%. The disinflation slowdown in Q2 was attributable above all to rising oil prices and to a
limited extent also to the lagged inflationary impact of the koruna�s depreciation in 1999 Q1. The
inflation rate, expressed as the increase in the average CPI in the last twelve months (against the
average of the previous twelve months), dropped by 2.5 percentage points, from 8% in March to 5.5%
in June. 

Net inflation mirrored overall inflation. The fall in inflation as expressed by the year-on-year net inflation
index accelerated further during 1999 Q2, from -0.4% in March to -0.6% in June. This drop in net
inflation (with negative outturns in five consecutive months) was mostly the result of the ongoing decline
in food prices, which outweighed the modest increase in adjusted inflation (the other component of the
net inflation index). The most important factors contributing to the further, albeit more moderate, decline
in inflation were the still atypical food price trend (emanating from the pricing policies of the entities
being newly established on the Czech retail market, which are focusing on gaining market share);
continuing imports of subsidised food from the European Union; and the depressed prices of domestic
primary producers. Apart from food prices, the slower increase in regulated prices (against the same
period of 1998) also contributed to the ongoing moderate disinflation.

Following a modest rise in 1998 Q4, domestic aggregate demand fell back in 1999 Q1 (by 0.9%),
thereby contributing to the creation of the disinflationary environment in the economy. The main cause
was the renewed fall in investment demand (down 7.1%), which was only partly offset by the
continuing rise in government consumption (up 3.8%) and the moderate pick-up in household
consumption (up 0.5%).

Economic activity, expressed as the year-on-year change in GDP, receded by 4.5% in 1999 Q1. This
was 0.4 percentage points more than the fall in 1998 Q4 (-4.1%). The main contributors to the GDP
decline were net exports (-3.4 percentage points), gross fixed capital formation (-1.9 percentage points)
and inventories (-0.2 percentage points). Household consumption (+0.3 percentage points) and
government consumption (+0.7 percentage points) acted in the opposite direction, but their
contribution was not of great significance. Net exports testified to a further deterioration of the external
imbalance in 1999 Q1 against the same period a year earlier. In absolute terms, negative net exports
increased from CZK 18.3 billion to almost CZK 30 billion, or 9.1% of GDP in constant prices.

The unemployment rate fluctuated during 1999 Q2, reaching 8.4% at the end of June (the same as at
the end of March). The seasonal adjustment indicates constant growth and thus a continuation of the
trend that started in 1997.

The trend of higher year-on-year growth in monetary aggregates seen since the start of the year
continued into Q2. The average nominal year-on-year growth in M2 in the first five months was up
3.2 percentage points against the same period a year earlier to 10% (and in real terms up from -5.7% in
1998 to 7.1% in 1999). The rate of money supply growth was high and differed from the rate of
nominal GDP growth. However, the short-term money supply growth, whose real impact can be
evaluated only in the longer run, did not trigger any direct inflationary pressures. The rate of monetary
aggregate growth was largely due to increased foreign investor interest in investment in the Czech
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Republic, which is being financed to a large extent by domestic banks. One of significant trends in
1999 Q2 was money supply growth from non-resident sources via a rise in net foreign assets generated
by inflow of non-debt capital. During the course of Q2, money supply departed ever more
conspicuously from credit supply, which remained very low by virtue of the limited functionality of the
credit channel. Client credits fell by 0.8% in March, 2.3% in April and 3.7% in May notwithstanding
the ongoing downward trend in nominal interest rates.

The daily course of the koruna�s exchange rate against the euro showed a modest upward trend from
the start of April. However, this temporarily halted at the beginning of May. The appreciation pressures
resumed at the start of June in connection with the privatisation of ÈSOB. The expected settlement of
this transaction raised demand for korunas, thereby contributing to the appreciation trend typical of the
whole of Q2. The nominal exchange rate�s tendency towards moderate appreciation indicates possible
disinflationary pressures in the quarters to come.

Several cost factors contributed to the disinflation slowdown. The year-on-year decline in the HWWA
aggregate raw materials price index, which indicates import price developments, substantially
decelerated in March and April 1999 against the first two months of the year. This was primarily due to
rising prices of energy raw materials, particularly oil (Ural crude was up by 14.2% in April from a year
earlier). Nonetheless, prices of industrial and food commodities on global markets continued to fall in
this period. The rise in energy raw materials prices and the koruna�s depreciation in 1999 Q1 led to a
moderate rise in producer prices. Year-on-year industrial PPI inflation was 0.2% in April and 0.4% in
both May and June. Agricultural producer prices continued to show an increased rate of year-on-year
decline (-13.5% in April, -17.1% in May and -20.2% in June).

IV.2  Monetary policy

Decisions on changes in monetary policy within the inflation targeting regime are derived from the
conditional rolling inflation projections, analysis of inflation factors and assessment of price
development risks in the forthcoming period. 

IV.2.1  Past developments in inflation factors, inflation projections and their risks

As described in the April Inflation Report, anti-inflationary effects predominated in 1999 Q1 on both
the demand and supply sides. However, in Q2, this macroeconomic framework gradually started to
change. Though domestic demand remained subdued, tendencies appeared on the supply side towards
a renewal of inflationary pressures. This contributed to the slowing rate of decline in inflation in Q2. As
stated in previous sections, there was a sharp rise in prices of energy raw materials on global markets
and a gradual pass-through of the effects of the exchange rate depreciation in Q1.

The basic conditional inflation projection at the beginning of Q2 was based on the expected pass-
through of the aforementioned factors into future inflation. It was also based on previous experience
concerning the transmission of past import price developments into inflation. This projection indicated
that year-on-year net inflation at the end of 1999 would be at the lower limit of the inflation target (set
within the interval of 4%�5%), and that the inflation target for 2000 (3.5%�5.5%) would be fulfilled.
The uncertainties regarding future inflation developments included food prices, the extent to which
cost factors would feed through into price developments, and the exchange rate trend. On the demand
side, the uncertainties concerned wage developments and public finances. 

Nevertheless, during the course of Q2, these inflationary pressures passed through into prices to a
limited extent only. In view of this and the expectations of the future effects of inflationary factors, the
inflation projection was gradually adjusted downwards. The ongoing structural changes on the retail
market and imports of cheap food from abroad led to a further fall in food prices. Expected overhangs
in the supply of agricultural products over demand increased the likelihood that this trend would
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persist into the future. The effect of import prices on inflation was substantially weaker than the CNB
expected. This testified to a considerable depressing effect of the low level of demand on inflation. The
none too strong effect of the depreciation on prices was fostered also by the possible expectation that
the depreciation was only temporary (in light of the ongoing and future capital inflow exerting pressure
for renewed appreciation). The stabilisation of the exchange rate, with a slight trend towards
appreciation, was in Q2 a factor that favourably affected future developments from the inflation point
of view. The risks from the growth in real wages (resulting from a combination of nominal wage growth
inertia and the decline in inflation) were curbed in Q2 by the developments on the labour market.
Moreover, public finances in Q2 did not indicate an excessive stimulation of demand and
consequently the occurrence of more significant inflationary risks. 

As a result of the aforementioned processes, the conditional net inflation projections at the end of Q2
signalled a fairly major deviation from the inflation target for the end of 1999 and an only gradual
increase in year-on-year inflation during 2000.

In Q2, the CNB took into account the existing risks when deciding on changes in interest rates. These
risks included uncertainties about the time path of the future upturn in inflation (even though only a
slight increase was expected); the narrowing interest rate differential vis-à-vis abroad; and the
uncertainties regarding developments on the financial markets, which were responding very sensitively
to interest rates. Another sensitive issue was to choose a lowering of interest rates that would not lead
to an excessive exchange rate depreciation and at the same time would not trigger an outflow of
domestic savings abroad or a significant rise in the propensity to consume. At the same time, there
existed the risk that an excessive easing of monetary policy would stimulate demand-pull inflationary
pressures. Another important issue was the possibility of effectively countering the appreciation effect
of the inflow of foreign capital. A longer-lasting exchange rate appreciation would contribute to a
further fall in inflation; however, if not accompanied by corresponding productivity growth, it would
also result in reduced price competitiveness and an unfavourable effect on the long-term sustainability
of the current account trend. A significant risk was the weakened link between interest rates and the
volume of newly granted credits. This fact raised the issue of the mutual relationship between the credit
and exchange rate channels of the transmission mechanism and the possibilities of using them to
influence inflation. The decision regarding the extent of monetary policy tightness was also
complicated by the insufficient reliability of the estimations of expected inflation necessary for
assessment of the real interest rate level. 

In addition to the aforementioned circumstances and future development risks, some specific factors
that were significant in the relevant months were taken into account in each decision to change the
monetary policy setting. These included, for example, changes in interest rates abroad and new
information revising overall macroeconomic development.  

IV.2.2  Monetary policy response

The CNB responded to the developments described above with a further lowering of the repo rate.
However, the room for further interest rate cuts in Q2 was narrower than in the previous period, which
led to a more moderate pace of lowering. Between January and March, the repo rate was cut three
times by a total of 2 percentage points (from 9.5% to 7.5%). In Q2, it was again lowered three times,
but only by 1 percentage point overall (from 7.5% to 6.5%). The extent of these cuts did not necessitate
a change in the discount and Lombard rates, which define the corridor for repo rate movements. 

Owing to the expected time lags in the action of monetary policy on macroeconomic and price
developments, the CNB�s attention was focused ever more closely in Q2 on price development in
2000. Since the introduction of inflation targeting, the CNB has considered the medium-term target for
2000 to be pivotal and monetary policy has been geared towards achieving this target.

The first interest rate cut in Q2 (from 7.5% to 7.2%) was made with immediate effect at the
extraordinary Bank Board meeting on 9 April. This meeting was held in connection with the European
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Central Bank�s lowering of its key interest rate the previous day, which was quickly followed by several
other central banks. The aim of the repo rate cut, which took into account the high functional openness
of the Czech economy towards the external environment, was to forestall the likely appreciation
pressures ensuing from the aforementioned ECB measure, which would have led to a tightening of
monetary conditions. 

The April net inflation projection for the end of 1999 indicated that net inflation would be lying in the
lower part of the inflation target interval and that the inflation target would be fulfilled in 2000. The
risks affecting price development up to 2000, which were discussed in connection with the setting of
monetary policy, included longer-term fiscal developments and uncertainties relating to the trend in
commodity prices. Also, some uncertainties remained about how the earlier relaxing of monetary
policy would feed through into household consumption and savings in the longer run. On the other
hand, there were indications that, in an environment of subdued demand, the external cost pressures
ensuing from the wage and exchange rate developments were passing through into prices to a limited
extent only. In addition, a future strengthening of the exchange rate had started to seem likely in
connection with the expected capital inflow. Such a trend would have meant a disproportionate
increasing of the restrictiveness of monetary development. After weighing up these factors, the Bank
Board decided to lower the repo rate from 7.2% to 6.9%, effective 4 May 1999.

In the assessment of economic and monetary developments at the end of May, the arguments in favour
of a further slight reduction of interest rates were almost balanced by those in favour of leaving the
rates unchanged. The partial signals indicated that, while the supply side was exhibiting a steady
decline, the demand side was showing signs of a possible revival in the future. One factor in favour of
interest rate cuts was the further lowering of the net inflation projection for the end of 1999 and for
2000 H1 (the projection for the end of 2000 remained unchanged); the projection indicated that net
inflation would be lying clearly below the lower limit of the inflation target in 1999. A further argument
for a rate reduction was the slight reduction in the GDP estimate for Q1. Another favourable
circumstance was the fact that the exchange rate depreciation at the beginning of the year did not
cause significant inflationary pressures, and, moreover, a modest appreciation had started. However,
acting against the lowering of interest rates were the continuing rise in prices of oil and other
commodities on global markets; the high growth in retail sales in March; the rapid wage growth, which
was not being accompanied by corresponding growth in labour productivity; the negligible response of
the last repo rate cut at the long end of the yield curve; the relatively high money supply growth; and
the likely halt in the downward trend in interest rates abroad. These factors resulted in the adoption of
a decision to hold interest rates at the existing level.         

Interest rates were not lowered until the end of June, following an assessment of the developments in
May. The renewal of the year-on-year decline in net inflation and the downward correction of the
inflation projection for the end of 1999 signalled a further drop in inflationary pressures and an
improvement in the favourable inflation outlook. Since the inflationary pressures on the demand side
turned out to be weaker than in the previous period, room opened up for a further interest rate cut. The
repo rate was lowered from 6.9% to 6.5%, effective 25 June. Also acting in favour of the reduction in
rates was the assessment of the future trend in the relationship between demand and supply. The
moderate future revival of demand at the end of 1999 and in 2000, which will be followed by an
upturn in supply, is not expected to lead to unbalanced development with the risk of an acceleration in
inflation. The rate cut also took into account the expected future exchange rate trend. 

The CNB continued implementing its medium-term programme to lower the minimum reserve
requirement. On 20 May, it announced that the reserve requirement was to be reduced from 5% to
2%, effective 7 October 1999. 

IV.3  Future inflation factors  

The revival in household consumption can be expected to continue during 1999 H2 and into the first
months of 2000 as a result of real income growth. However, the real growth in household demand will
not exceed the level that would stimulate higher inflation. In contrast, investment demand is likely to
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continue declining in year-on-year terms, and government demand will remain flat. Aggregate
domestic demand will be broadly flat and will not ignite inflation growth. A gradual weakening of the
year-on-year decline in GDP and a modest economic revival can be expected in 1999 Q4. In 2000, a
moderate pick-up in economic growth can be envisaged. The demand risks will not be significant. 

The labour market continues to retain its distinct features, given in particular by the uncompleted
privatisation and ongoing restructuring of the corporate sector. Despite the rising unemployment rate,
wage cost inflationary stimuli � expressed as the increase in real unit wage costs � can be expected to
continue in the forthcoming period. Although a fall in the growth of these costs to approximately
4.0%�6.0% can be expected in connection with the upturn in industrial growth in Q4, at the present
level of year-on-year producer price inflation (around 1%) this means relatively strong cost pressures.
The factors which in 1999 H1 curbed the pass-through of wage costs into price growth (the strong year-
on-year decline in �imported inflation�, the extremely weak household demand and the fall in profit
margins) will not continue to act in the forthcoming period. The demand risks of labour market
developments will no longer be dampened by rising unemployment (the average real wage in 1999
will rise by approximately 5.5% and real incomes by 3.5%), but will be partially subdued by savings
(household consumption will rise by only 1.4%). 

Other cost-push inflationary factors can be expected to exert a stronger effect, mainly as a result of the
growing oil prices on global markets. Given the expected exchange rate trend, the expected increase in
oil prices (and partly also in natural gas prices) together with the stagnation of prices of other imported
raw materials and food and the stagnation of prices abroad constitute preconditions for a renewed
year-on-year rise in import prices. The rise in oil prices will feed through directly and relatively strongly
into fuel prices and gradually � through higher costs (transport costs and a strong upsurge in prices in
the chemical industry, coking industry and in oil processing) � also into the overall price level. Given
sustained growth in wage costs, the expected rise in imported inflation and the very weak profit
margins of most businesses, a slight pick-up in industrial producer prices can be expected. Also, the
extremely favourable influence of agricultural producer prices (year-on-year falls in the order of
10%�20%) will be supplanted by a gradual increase in these prices, though a more precise
quantification and time determination is difficult to give. 

The expected exchange rate appreciation (resulting in particular from the financial account trend, with
the current account remaining favourable) will help moderate the external cost-push inflationary risks
and will exert pressure on the level of domestic producer prices in the tradable goods sector. 

Financial market entities are generally expecting a certain pick-up in inflation as a result of the gradual
unwinding of the extremely favourable combined effect of the main inflationary factors. However, the
price rise is not expected to be too pronounced.

IV.4  Inflation outlook 

The conditional inflation forecast with an annual rolling horizon is based on the assumptions
concerning the future development of inflation factors. According to this forecast, given the present
monetary policy setting, net inflation should be lying within the interval of 2.3%�4.8% in June 2000.
CPI inflation as of the same date should not be outside the interval of 3.3%�5.1%. 

The aforementioned prediction with a rolling horizon implies net inflation at the end of 1999 lying
within the interval of 1.3%�2.3%, which is more than 2.5 percentage points below the inflation target
(4%�5%). The CPI as of the same date will be up by 2.4%�3.1% against a year earlier. Taking into
account the present inflation trend and the outlook for inflation factors, the CNB expects net inflation to
be lying at the lower limit of the medium-term inflation target at the end of 2000. The year-on-year CPI
outturn should be approximately 2 percentage points higher.
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MINUTES OF THE BANK BOARD MEETING 

Minutes of the Extraordinary Bank Board Meeting on 9 April 1999

Present at the meeting: 

Josef To�ovský (Governor), Oldøich Dìdek (Vice-Governor), Zdenìk Tùma (Vice-Governor), 
Ludìk Niedermayer (Chief Executive Director), Pavel Racocha (Chief Executive Director), 
Pavel �tìpánek (Chief Executive Director) 

The CNB Bank Board assessed the situation that developed as a result of the European Central Bank's
announcement on 8 April to cut its key refinancing rate from 3% to 2.5%. This move by the ECB was
followed by other central banks. The opinion prevailed during the discussion that leaving CNB rates
alone could lead to undesired tightening of domestic monetary conditions and to deviations on the
foreign exchange market. 

Bank Board members agreed that this does not change the assessment of the economic and monetary
situation in the Czech Republic made during the last bank board meeting, in spite of new information
on inflation, wages and unemployment. The main reason for holding an extraordinary meeting was the
ECB decision mentioned above. Even though the CNB Bank Board bases the majority of its monetary
policy decision-making on analyses of the economic and monetary situation in the Czech Republic,
substantial changes in the monetary environment in main business partner regions cannot be ignored
even in the future. 

A more extensive discussion was taken up on the similarities and differences between the euro-zone
and the Czech economy. A significantly higher degree of openness in the Czech economy means that
the koruna is more sensitive to measures in the area of interest rates. It was also brought up as a
reminder that the previous interest rate differential against euro-zone currencies has already been cut
by more than half due to the gradual lowering of domestic interest rates. The possible impact of rate
movement on the CZK/USD exchange rate was also mentioned. This is an important factor for the
import price level and for financial account movements. 

At the close of the meeting, the CNB Bank Board decided by a majority vote to cut the CNB 2W repo
rate by 0.3 percentage points from 7.5% to 7.2%, effective immediately. 
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Minutes of the Bank Board Meeting on 3 May 1999

Present at the meeting: 

Josef To�ovský (Governor), Oldøich Dìdek (Vice-Governor), Zdenìk Tùma (Vice-Governor), 
Miroslav Hrnèíø (Chief Executive Director), Ludìk Niedermayer (Chief Executive Director), 
Pavel Racocha (Chief Executive Director), Pavel �tìpánek (Chief Executive Director)

The Bank Board opened the meeting with an assessment of the current economic and monetary
situation. Setting monetary policy instruments in relation to the CNB inflation targets for 1999 and
2000 was the main task at hand. The Board stated that keeping these two targets consistent with each
other largely depends on how external cost pressures will affect inflation this year. In view of the sharp
decline in inflation last year, net inflation should be gradually directed back to the inflation target in the
year 2000. CNB's forecast indicates an increase in net inflation at the beginning of next year. Excessive
monetary policy easing in order to eliminate the weaker-than-expected or delayed impact of external
exogenous factors on inflation could, therefore, produce excessive rises in demand-led inflation
pressures, and in turn, threaten the inflation target at the end of the year 2000.

One significant factor affecting the inflation outlook is household savings. On the one hand, the
decline in deposit rates, reaching a sensitive level, could possibly prompt households to increase
personal consumption. At the same time, this could lead to a partial conversion of resident savings to
foreign currencies. On the other hand, one hypothesis was put forward that the rising unemployment
rate and the relatively low level of economic activity would ultimately lead to a higher savings level.

The Bank Board said that this year's state budget performance does not indicate any development of
excessive demand-led inflationary impulses. A concern was raised that even with the anticipated strong
restrictions on the expenditure side, the state budget deficit would still sharply increase next year. If no
adjustments in the planned public budgets occur in 2000, an unfavourable mix of monetary and fiscal
policy could surface once again.

The Bank Board extensively discussed what would be the preferable CNB strategy for dealing with the
expected sharp inflow of foreign direct investment this year and in the year 2000. In the short run, the
current account deficit cannot correct a financial account surplus of this size. This surplus would lead
to potential pressure on the nominal strengthening of the koruna in the future. It was stressed that such
excessive tightening of monetary policy is not desirable. Given a neutral interest rate setting, real
exchange rate appreciation could be permitted only in the case of a positive difference in labour
productivity growth in comparison to the external environment.

It was mentioned during the discussion that in the light of expected exchange-rate development, the
central bank should be prepared for more flexible policy in the area of interest rates. With more
persistent exchange rate appreciation caused by capital movements on the financial account, other
things constant, short-term interest rates would be lowered and vice versa. As a response, it was noted
that the optimal CNB reaction to the inflow of foreign resources depends on the character of the capital
inflow. Short-term foreign capital motivated by the interest rate differential exists in the Czech Republic
at a very limited level only. On the other hand, the interest rate cut supports the inflow of capital into
the equity market. Lowering the interest rate differential does not have to significantly affect the inflow
of foreign direct investment, but it could lead to the conversion of domestic koruna savings to foreign
currencies.

The Bank Board continued by discussing the impact that cutting short-term interest rates could have
through various transmission channels on the segments of the real economy. It was said that cutting
interest rates would mean lowering costs of the already existing loans and at the same time lowering
the costs of financing new investments. One opposing argument stressed that the results of the internal
CNB analysis supports the relatively low share of credit costs in overall costs of the business sector.
Therefore, lowering short-term interest rates would more than likely have no serious impact. In
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addition, no significant credit expansion can be expected due to structural problems of the economy,
nor can improvements be anticipated in export companies that in the case of income from exports in
foreign currency are financed in those currencies. There is a likelihood that financial markets could
interpret lowering short-term interest rates as inflationary, and therefore, they might expect short-term
rates to be corrected in the future. This could have a negative effect on the current level of long-term
interest rates and in turn lead to a rise in the cost of credit.

In comparison to the cost effects of interest rates, the exchange rate channel has been considered to be
significantly more important. In view of the low year-on-year growth of domestic demand and
unfavourable development of external demand against last year, a change in the nominal exchange
rate, and consequently the real exchange rate, was considered to be an effective stimulus for the Czech
economy.

The Bank Board stated that implementing monetary strategy this year as well as in the year 2000 is
complicated by a variety of uncertainties. One problem that is encountered when assessing the level of
restriction through real interest rates is the reliability of estimates of expected inflation. Significant
uncertainty exists when looking at the future structure of the revenues and expenditures side of state
budget, other public sector entries and the easing of regulated prices. Commodity price predictions are
traditionally conditioned by a large number of economic and political factors. Agricultural producer
prices will be strongly affected by the undergoing domestic structural changes in the sectors of this
industry.

The Bank Board examined the uncertainties linked to the estimation of potential output growth in the
Czech economy. A characteristic of macroeconomic developments between 1995 and 1997 was real
economic growth exceeding potential growth, as is shown, among others, in the edge that domestic
demand had over supply during this period. Without fundamental systemic changes, significant growth
in potential output cannot be expected in the Czech economy.

On the basis of the submitted proposal and the discussion that followed, the Bank Board decided
unanimously to cut the CNB 2W repo rate by 0.3 percentage points, effective 4 May 1999.
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Minutes of the Bank Board Meeting on 27 May 1999

Present at the meeting: 

Josef To�ovský (Governor), Zdenìk Tùma (Vice-Governor), Oldøich Dìdek (Vice-Governor), 
Ludìk Niedermayer (Chief Executive Director), Pavel �tìpánek (Chief Executive Director), 
Pavel Racocha (Chief Executive Director)

During the meeting on monetary and economic developments, the Bank Board paid special attention
to the analysis of some events that have occurred in past weeks. Information on industrial and
construction output indicates the likelihood of a larger-than-expected decline in GDP for Q1.
Economic developments around the world and particularly in Europe will complicate the Czech
Republic's position on international markets.

On the demand side, the impact of this year's wage growth, a slowdown in the dynamics of savings
deposits and more opportunities to buy on credit have in all probability led to a rise in retail sales. It
was stated that overestimation of the inflation level in wage negotiations this year has contributed to
high unemployment and weaker competitiveness of the Czech economy. Nevertheless, due to more
binding budget constraints, this will not occur again.

The money supply has been increasing in recent months more than originally expected. One view was
discussed that although money supply growth in a standard situation could be considered expansive 
� in the light of low inflation and output developments - a more significant factor for the current
situation is the status of koruna credits, which is still lower than a year ago. The main element
influencing faster M2 growth is net foreign assets.

The actual exchange rate level and developments correspond in principle to the achieved level of
external balance. The Board extensively discussed the possible effects of the reduction in the current
interest rate differential on the financial account as well as the anticipated halt in the process of
lowering interest rates on world financial markets. Koruna depreciation at the beginning of the year has
so far only had an impact on rising fuel prices. Curbed domestic demand continues to guard against
any serious impact on the prices of other products and services. Food prices have developed in a very
specific way, affected not only by lowered domestic demand, but also by worsening prospects in
export and strong competitive pressure from inexpensive imports. Favourable forecasts for this year's
harvest indicate that these factors will continue to have an impact for some months to come. It was
mentioned that food prices are to a large extent independent of monetary policy settings and that even
the demand mechanism has a very limited capacity in this area.

This extraordinary development in food prices in particular and its short-term perspective have led to
another reassessment, i.e. lowering the short-term net inflation forecast. It can be expected that, in
relation to food price stagnation, any future developments in consumer prices will be slower than the
CNB had expected when the original 1999 short-term inflation target had been set. Accordingly, year-
on-year net inflation growth should be about one percentage point below the control target's boundary
in December. On the other hand, the basic medium-term target forecast for the end of 2000,
announced at the end of 1997 during approval of the inflation target strategy, will not change.

The Bank Board decided by a majority vote to leave interest rates unchanged.
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Minutes of the Bank Board Meeting on 24 June 1999

Present at the meeting: 

Josef To�ovský (Governor), Oldøich Dìdek (Vice-Governor), Zdenìk Tùma (Vice-Governor), 
Miroslav Hrnèíø (Chief Executive Director), Ludìk Niedermayer (Chief Executive Director), 
Pavel Racocha (Chief Executive Director), Pavel �tìpánek (Chief Executive Director) 

The Bank Board opened the meeting by assessing the accuracy of interest rates in relation to achieving
inflation targets. In this context, the macroeconomic outlook for 1999 and 2000 was also discussed.
According to the baseline scenario, a slight recovery in demand will occur within this time frame. After
a certain time lag, supply will also show signs of recovery. It is expected that the disequilibrium in
supply and demand will not increase to a large extent. Hence, there would not be a significant risk of
inflation acceleration or of a rise in the current account deficit. The factors not affected by monetary
policy directly create a favourable environment for price stability. Some of the factors that are still
developing more favourably than originally expected in the last period include commodity prices, the
current exchange rate, and food prices. According to the baseline scenario, reaching the medium-term
inflation target for the year 2000 is realistic considering that there is a risk of undershooting the target
for 1999 due to the factors mentioned above. At this time, though, room exists for lowering rates. 

A number of views were expressed pointing to the risks involved with the baseline scenario. These risks
could lead to underestimating the potential for imbalance. The decline in GDP has been mainly caused
by a fall in investment, which is structural in nature and reflects reductions in excessive capacities. Due
to the current structural changes, it is difficult to predict whether improvements in supply will occur
fast enough to prevent an imbalance on the goods market as demand starts to make a comeback. Some
important indicators show that the recovery in demand should be higher than the baseline scenario
indicates. Increases in household incomes should be carefully watched due to the potential pressures
that could develop as a result. Money supply growth will also be analysed. For this period, money
supply growth in relation to the specific growth structure of this aggregate is becoming a more relevant
indicator than credit growth. Fiscal policy is expansive. It is possible that demand recovery will be
difficult to sustain in view of its structure. It was also stated that favourable food price development in
the longer run does not need to be sustainable due to the low profitability of this industry. 

Other comments during the meeting stressed that the baseline scenario could lead to overestimating
the potential for imbalance. Money supply growth will not necessarily create demand pressure on the
goods market, but could affect the stock market. As long as demand recovery occurs first in the next
period, demand's lead over supply will have a significantly lower impact on the development of
imbalances than it had in a period of economic growth. The central bank should not obstruct the
process of demand recovery, and therefore, it is important to keep exports competitive. It was also
stated that one of the reliable indicators of economic recovery in the past was raising budget revenues
through indirect taxes, which so far has not taken place. The latest economic information on inflation
for May and on GDP for Q1 was also mentioned. This information indicates that it is very difficult to
formulate inflation forecasts on the basis of historical experience, because the present economic
situation is formed in internal as well as external low-inflation conditions. This fact along with last
year's disinflation process contributed to lowering domestic inflation expectations. 

The Bank Board also examined the issue of capital inflow. The koruna exchange rate has appreciated
once again. Further development in this direction presents uncertainty for monetary policy decision-
making. Appreciation, though, could have been triggered by the privatisation of CSOB and therefore,
might be only temporary in nature. On the other hand, it was mentioned that global capital flow has
begun to return to emerging markets. It was stated that it might be necessary to compare the current
situation with experiences from 1994 and 1995 and to carefully consider the alternatives of economic
policy. One way to respond to capital inflow might be with market instruments, because membership
in the OECD does not allow the use of some regulatory measures that could obstruct capital inflow, as
for example in some South American countries. Even though the central bank has the capacity to
intervene, isolated intervention strategy would not be efficient enough nor consistent with economic
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policy aims. An adequate reaction to capital inflow could be to correctly set the mix of all economic
policies far enough in advance so that costly policy corrections do not have to be made at a later time. 

At the end of the meeting, the Bank Board decided unanimously to lower the CNB two-week repo rate
from 6.9% to 6.5% (by 0.4 percentage points), effective 25 June 1999. 
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���Å×�kÂÌÂ�XkÅ }²æ æ²Ê æ²¥ æ²Ð æ²¥ æ²Ð ¥²� �æ²Õ æ²¥ �æ²Õ �æ²Õ �æ²Õ

.k�×�@ÎkbÌÂ�XkÅ ¥° �²Ð æ²} æ²Õ æ²Ê æ²æ æ²¥ p²} æ²æ æ²¥ æ²Õ æ²æ æ²æ

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° Õ²¥Ð æ²æ� æ²æÐ æ²¥Ð æ²æ¥ æ²æÐ Õ²æÉ æ²æ¥ æ²æÐ æ²æ} æ²ææ æ²æ¥

��x�×k�XkÌ�xÌ��b�ÂkXÎÌÎ@ßÌ�Â�ÞÎ�Ì��Ì×�Âk�×�@ÎkbÌÂ�XkÅ
Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° æ²ÉÐ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ

"kÎÌ��x�@Î��� ¥²z æ²É æ²¥ æ²Õ æ²¥ æ²} �æ²Õ �æ²Ð æ²¥ �æ²Ð �æ²Ð �æ²Ð

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° ¥²¥} æ²z} æ²¥æ æ²¥Ê æ²æÉ æ²Õp �æ²¥Ð �æ²ÕÐ æ²æÉ �æ²¥� �æ²Õz �æ²¥�

�xÌÞ��X�^ x��b ¥° ¥²É æ²p æ²Õ æ²Ð æ²¥ æ²} �¥²} �æ²� æ²æ �æ²Ê �¥²æ �æ²�

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° æ²zÕ æ²Õ} æ²æp æ²¥æ æ²æÐ æ²¥Õ �æ²}Õ �æ²ÕÊ æ²ææ �æ²¥Ê �æ²Õp �æ²ÕÊ

@b�×ÅÎkbÌ��x�@Î��� ¥° ¥²} æ²É æ²æ æ²¥ æ²¥ æ²} æ²Ê æ²¥ æ²Õ �æ²¥ æ²¥ æ²Õ
Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° æ²ÊÕ æ²Ðæ æ²æÕ æ²æÊ æ²æ} æ²¥Ê æ²Õp æ²æÐ æ²æÉ �æ²æÐ æ²æÐ æ²æÉ

¥���

���Å×�kÂÌÂ�XkÅ æ²p æ²æ �æ²Õ æ²Ð �æ²¥ æ²Õ

.k�×�@ÎkbÌÂ�XkÅ ¥° ¥²p æ²Õ æ²æ æ²¥ æ²æ æ²æ

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° æ²}Ê æ²æ} æ²æ¥ æ²æÕ æ²æ¥ æ²æ¥

��x�×k�XkÌ�xÌ��b�ÂkXÎÌÎ@ßÌ�Â�ÞÎ�Ì��Ì×�Âk�×�@ÎkbÌÂ�XkÅ
Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ æ²ææ

"kÎÌ��x�@Î��� æ²z �æ²¥ �æ²Õ æ²} �æ²¥ æ²Õ

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° æ²ÐÊ �æ²æÉ �æ²¥É æ²ÕÉ �æ²æp æ²¥Ê

�xÌÞ��X�^ x��b ¥° æ²� �æ²z �æ²É æ²æ �æ²} æ²Õ

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° æ²Õz �æ²¥Ð �æ²¥� æ²ææ �æ²¥¥ æ²æÊ

@b�×ÅÎkbÌ��x�@Î��� ¥° æ²Õ æ²¥ æ²æ æ²Ê æ²¥ æ²Õ

Ì¯X��ÎÂ�N×Î���ÌÎ�Ì�,�Ì��x�@Î���° ¥° æ²¥¥ æ²æÊ æ²æÕ æ²ÕÉ æ²æÐ æ²¥æ

Ì¥°Ì�"�ÌX@�X×�@Î���ÌÌÌ

/�×ÂXk^Ì�/$
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1@N�kÌÕ

X�@��kÌ��Ì±_Ì�kXk�NkÂÌ¥��ÐÌtÌ¥ææ

���ÅÎ@�Î �ÝkÂ@�k

Þk���ÎÅ ���Î�Å xÂ��Ì

�Â�× �xÌ¥��Ð ¥ Õ Ð } z Ê É p � ¥æ ¥¥ ¥Õ ÅÎ@ÂÎ

��ÌkÂÌ����k �xÌàk@Â

1�Î@�Ì�Ì¥��¥ ¥æææ²æ �ÐÉ²z �ÐÐ²Ê �Ðæ²� �Õ�²Õ �ÕÉ²p �ÕÊ²Õ �ÕÊ²p �ÕÉ²¥ �ÕÉ²Õ �ÕÉ²Ð �ÕÊ²¥ �Õz²Õ �Õp²É

1�Î@�Ì�Ì¥��Õ ¥æææ²æ �Õ}²¥ �ÕÐ²z �ÕÐ²æ �ÕÕ²Ê �ÕÕ²Ð �Õ¥²Ê �Õ¥²æ �Õ¥²æ �¥�²� �¥p²z �¥Ê²z �¥z²p �Õæ²p

1�Î@�Ì�Ì¥��Ð ¥æææ²æ �p²¥ �Ê²É �Ê²Õ �z²É �z²} �}²z �}²Õ �}²¥ �Ð²¥ �Õ²Õ �¥²z æ²æ �}²Ð

1�Î@�Ì�Ì¥��} ¥æææ²æ Õ²æ Õ²} Õ²Ê Ð²æ Ð²} }²É z²æ z²É É²¥ p²Õ �²æ �²É z²Õ

1�Î@�Ì�Ì¥��z ¥æææ²æ ¥¥²Õ ¥Õ²¥ ¥Õ²} ¥Ð²z ¥}²æ ¥z²Õ ¥z²Õ ¥z²Õ ¥Ê²Ð ¥É²æ ¥É²p ¥p²} ¥}²p

1�Î@�Ì�Ì¥��Ê ¥æææ²æ Õ¥²¥ Õ¥²É ÕÕ²} ÕÐ²Õ ÕÐ²� Õ}²p ÕÊ²æ ÕÊ²Õ ÕÊ²Ê ÕÉ²Õ ÕÉ²� Õp²Ê Õz²æ

���b_ÌNkÝkÂ@�kÅ_ÌÎ�N@XX� ÐÕÉ²¥ Õ¥²É ÕÕ²} ÕÐ²É Õ}²p Õz²p ÕÉ²Õ ÕÊ²æ Õ}²Õ Õ}²} Õz²Ê ÕÊ²Õ ÕÉ²} Õ}²�

���Î���� �æ²� Õ¥²p ÕÕ²É ÕÐ²z Õ}²Ê Õz²� ÕÉ²¥ ÕÉ²É Õp²¥ Õ�²Õ Ðæ²É Ð¥²� ÐÕ²É ÕÉ²Õ

��×Å��� ¥}Ð²É Ðæ²p Ð¥²Ð Ð¥²Ê Ð¥²� Ð¥²� Ð¥²� }æ²É }z²Õ }z²É }Ê²æ }Ê²Ð }Ê²} Ðp²Ð

��×Åk���bÌk·×��k�Î ÉÉ²Õ ¥æ²Ê ¥¥²Õ ¥¥²É ¥Õ²Õ ¥Õ²Ð ¥Õ²Ê ¥Õ²� ¥Ð²¥ ¥Ð²} ¥Ð²Ê ¥Ð²� ¥}²¥ ¥Õ²Ê

�k@�Î�ÌX@Âk }}²Õ É²¥ É²Õ É²Ð É²Ð É²z É²z É²} É²É p²Õ p²Ê p²� �²Õ É²p

1Â@�Å�ÂÎ ¥æ}²p ¥z²} ¥z²Ê ¥Ê²æ ¥Ê²Ê ¥É²Ð ¥p²p ¥�²¥ ¥�²Õ ¥�²Ð ¥�²É Õ¥²Õ Õ¥²Ê ¥p²Ð

�k�Å×ÂkÌ@XÎ�Ý�Î�kÅ �É²z ¥É²Ð ¥É²� ¥p²Õ ¥p²æ ¥p²É Õæ²æ ÕÕ²Ð ÕÕ²É Õ¥²} Õæ²z Õæ²Ê Õ¥²} ¥�²�

�b×X@Î��� ¥Ê²� ÉÐ²Õ É}²É Éz²Ê ÉÊ²¥ ÉÊ²Ð ÉÉ²Õ ÉÉ²Ð ÉÉ²Ð p}²Ð p}²� pÉ²É pp²æ É�²}

�@ÎkÂ���Ì@�bÌ@XX����b@Î��� }É²Õ ÕÕ²} ÕÐ²¥ ÕÐ²z ÕÐ²É Õ}²Ð Õz²æ Õz²É ÕÊ²Õ ÕÉ²¥ Õp²Õ Õp²É Õ�²æ Õz²Ê

$Î�kÂÌ���bÅÌ@�bÌÅkÂÝ�XkÅ zæ²z ¥É²Ð ¥É²p ¥p²Ð Õ¥²Ê ÕÕ²æ ÕÕ²Ð ÕÕ²Ê ÕÕ²� ÕÐ²Õ ÕÐ²Ê Õ}²Ð Õ}²� Õ¥²É

1�Î@�Ì�Ì¥��É ¥æææ²æ Ðæ²¥ Ðæ²z Ðæ²É Ð¥²z Ð¥²É ÐÐ²Õ ÐÉ²p Ðp²p Ð�²Ê }æ²Õ }æ²p }¥²z Ðz²z

���b_ÌNkÝkÂ@�kÅ_ÌÎ�N@XX� ÐÕÉ²¥ Õ�²æ Õ�²æ Õp²� Õ�²Ð Õ�²¥ Ð¥²Ê Ðæ²} Ð¥²Õ ÐÕ²æ ÐÕ²� ÐÐ²Ê Ð}²z Ð¥²æ

���Î���� �æ²� ÐÐ²¥ ÐÐ²Ê Ð}²Ð Ðz²É ÐÉ²æ Ðp²Õ Ðp²z Ðp²p Ð�²� }Õ²Ð }Ð²É }}²É Ðp²Ð

��×Å��� ¥}Ð²É }p²Ð }p²� }�²¥ }�²É }�²É }�²p Ép²¥ Ép²Ê É�²¥ É�²} É�²É É�²� Ê}²Õ

��×Åk���bÌk·×��k�Î ÉÉ²Õ ¥}²} ¥z²Ð ¥Ê²¥ ¥Ê²z ¥Ê²� ¥p²Ð ¥p²� ¥�²z Õæ²É Õ¥²z ÕÕ²Õ ÕÕ²� ¥p²Ê

�k@�Î�ÌX@Âk }}²Õ �²Ê �²p �²p ¥¥²} ¥Õ²� ¥Ð²� ¥}²p ¥z²æ ¥z²Ð ¥z²} ¥z²p ¥Ê²Ð ¥Ð²Ð

1Â@�Å�ÂÎ ¥æ}²p ÕÊ²æ ÕÊ²Ð ÕÊ²Ð ÕÊ²Ê ÕÊ²Ê Õp²¥ Õp²æ Ð¥²p ÐÐ²æ ÐÕ²É ÐÕ²z ÐÕ²p Õ�²Õ

�k�Å×ÂkÌ@XÎ�Ý�Î�kÅ �É²z ÕÕ²Õ ÕÐ²¥ ÕÕ²� ÕÐ²z ÕÐ²É Õz²É ÐÐ²¥ ÐÐ²É ÐÕ²Õ Ð¥²É ÐÕ²} ÐÐ²Õ Õp²¥

�b×X@Î��� ¥Ê²� �¥²� �Õ²p �Ð²¥ �Ð²Ð �Ð²} �}²æ �}²¥ �}²¥ ¥æ}²z ¥æz²} ¥æz²p ¥æz²� �É²Ð

�@ÎkÂ���Ì@�bÌ@XX����b@Î��� }É²Õ Õ�²z Ðæ²Ð Ðæ²É Ð¥²Ð Ð¥²z ÐÕ²p Ð}²Õ Ðz²¥ ÐÊ²Ê ÐÉ²z Ðp²¥ Ðp²} ÐÐ²p

$Î�kÂÌ���bÅÌ@�bÌÅkÂÝ�XkÅ zæ²z Õz²z ÕÊ²} ÕÉ²æ Ð¥²z Ð¥²� ÐÕ²z ÐÐ²Ð Ð}²æ Ðz²æ Ðz²� ÐÊ²p ÐÉ²¥ ÐÕ²Õ

1�Î@�Ì�Ì¥��p ¥æææ²æ }É²¥ }p²æ }p²Õ }p²É }p²p }�²Õ zÕ²¥ z¥²p z¥²� z¥²É z¥²Ð z¥²æ zæ²æ

���b_ÌNkÝkÂ@�kÅ_ÌÎ�N@XX� ÐÕÉ²¥ Ðp²æ Ð�²¥ Ð�²} Ð�²� }æ²æ }æ²Ê Ðp²É ÐÉ²z ÐÉ²} ÐÊ²É Ðz²} Ð}²Õ Ðp²¥

���Î���� �æ²� }}²z }}²Ê }z²¥ }Ê²Ð }Ê²É }É²Õ }É²Ð }É²¥ }É²Ê }p²} }�²æ }�²Õ }Ê²�

��×Å��� ¥}Ð²É ¥ææ²É ¥æÕ²¥ ¥æÕ²Ê ¥æÕ²� ¥æÐ²æ ¥æÐ²¥ ¥Õ}²¥ ¥Õ}²z ¥Õz²Ð ¥Õz²� ¥Õz²� ¥ÕÊ²æ ¥¥Ð²p

��×Åk���bÌk·×��k�Î ÉÉ²Õ ÕÐ²z Õ}²Ê Õ}²� Õz²z Õz²É ÕÊ²æ ÕÊ²Ð ÕÊ²z ÕÊ²É ÕÊ²z ÕÊ²Ð ÕÊ²Ê Õz²p

�k@�Î�ÌX@Âk }}²Õ ¥É²æ ¥É²} ¥É²Ê ¥É²É ¥É²� ¥p²Õ ¥p²z ¥p²É ¥p²p ¥p²� ¥p²� ¥p²� ¥p²Õ

1Â@�Å�ÂÎ ¥æ}²p }æ²� }æ²� Ð�²p Ð�²Õ Ðp²É Ðp²æ Ð�²Õ Ðp²É Ðp²Ê Ðp²Ð Ðp²æ ÐÉ²z Ð�²æ

�k�Å×ÂkÌ@XÎ�Ý�Î�kÅ �É²z Ð}²p Ðz²p Ðz²Õ Ð}²É Ðz²æ ÐÊ²� }æ²æ }æ²æ ÐÉ²É ÐÊ²Ê ÐÊ²p Ðp²¥ ÐÊ²p

�b×X@Î��� ¥Ê²� ¥Õæ²} ¥ÕÕ²Ê ¥ÕÐ²� ¥Õz²} ¥Õz²z ¥ÕÊ²Õ ¥ÕÊ²Ê ¥ÕÊ²Ê ¥Ðz²Ð ¥ÐÊ²æ ¥ÐÊ²¥ ¥ÐÊ²Õ ¥Õp²}

�@ÎkÂ���Ì@�bÌ@XX����b@Î��� }É²Õ }¥²} }Ð²É }}²p }z²Õ }z²Ê }Ê²æ }Ê²z }Ê²� }É²Õ }É²} }É²Ð }É²} }z²p

$Î�kÂÌ���bÅÌ@�bÌÅkÂÝ�XkÅ zæ²z Ðp²æ Ðp²� Ðp²� }¥²� }Õ²Õ }Õ²É }Õ²� }Ð²Õ }Ð²p }Ð²� }}²æ }}²¥ }Õ²æ

1�Î@�Ì�Ì¥��� ¥æææ²æ zÕ²Ð zÕ²Õ zÕ²æ zÕ²} zÕ²Ð zÕ²Ê

���b_ÌNkÝkÂ@�kÅ_ÌÎ�N@XX� ÐÕÉ²¥ Ðz²Ð Ð}²É ÐÐ²p ÐÐ²p ÐÐ²Ð ÐÐ²Ê

���Î���� �æ²� }p²} }É²¥ }Ê²� }É²Ð }É²} }É²Ð

��×Å��� ¥}Ð²É ¥Õ�²æ ¥Õ�²� ¥Ðæ²Õ ¥Ðæ²Õ ¥Ðæ²Õ ¥Ðæ²Ð

��×Åk���bÌk·×��k�Î ÉÉ²Õ ÕÉ²æ ÕÉ²Ê ÕÉ²Ê ÕÉ²� Õp²æ Õp²æ

�k@�Î�ÌX@Âk }}²Õ ¥�²æ ¥�²¥ ¥�²Õ ¥�²Ð ¥�²É Õæ²æ

1Â@�Å�ÂÎ ¥æ}²p Ðp²� Ðp²� Ð�²Õ }Õ²Ê }Õ²� }Õ²z

�k�Å×ÂkÌ@XÎ�Ý�Î�kÅ �É²z Ðp²z Ð�²¥ Ðp²} Ðp²¥ Ðp²Õ Ð�²É

�b×X@Î��� ¥Ê²� ¥ÐÉ²Ð ¥Ðp²æ ¥Ðp²Õ ¥Ðp²Õ ¥Ðp²¥ ¥Ðp²z

�@ÎkÂ���Ì@�bÌ@XX����b@Î��� }É²Õ }p²æ }p²Õ }p²z }�²¥ }�²Õ zæ²¥

$Î�kÂÌ���bÅÌ@�bÌÅkÂÝ�XkÅ zæ²z }p²Ð }p²� }�²Õ }�²Ð }�²Õ }Ê²Ð

/�×ÂXk^Ì�/$
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1@N�kÌÐ@

X�@��kÌ��Ì±

¥��z

¥ Õ Ð } z Ê É p � ¥æ ¥¥ ¥Õ

@°ÌÂkÝ��×ÅÌ���Î�ÌtÌ¥ææ ¥²Õ ¥²æ æ²Ð æ²É æ²z æ²p �æ²Ê �æ²¥ æ²� æ²É æ²p æ²É

N°ÌÅ@�kÌkÂ��bÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ ¥æ²Õ ¥æ²� ¥æ²� ¥¥²Õ ¥¥²Ð ¥æ²p �²p p²p p²Õ É²z É²Ð É²Ð

X°Ì�kXk�NkÂÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ ¥²Õ Õ²Ð Õ²Ê Ð²Ð Ð²p }²É }²æ }²æ }²� z²É Ê²Ê É²Ð

@°ÌÂkÝ��×ÅÌ���Î�ÌtÌ¥ææ ¥²} æ²Ê æ²É æ²Ê æ²Ê æ²p æ²¥ �æ²} æ²Ð æ²Ê æ²z æ²É

N°ÌÅ@�kÌkÂ��bÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ É²} É²æ É²} É²Ð É²} É²} p²Õ É²p É²¥ É²æ Ê²Ê Ê²Ê

X°Ì�kXk�NkÂÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ ¥²} Õ²æ Õ²É Ð²Ð }²æ }²p }²� }²z }²p z²} z²� Ê²Ê

@°ÌÂkÝ��×ÅÌ���Î�ÌtÌ¥ææ æ²p æ²Ð æ²¥ æ²z æ²¥ ¥²} æ²Õ æ²p æ²Ê æ²Ê æ²z æ²Ê

N°ÌÅ@�kÌkÂ��bÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ Ê²¥ z²� z²Ð z²Õ }²Ê z²Õ z²Ð Ê²Ê Ê²� Ê²� Ê²� Ê²p

X°Ì�kXk�NkÂÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ æ²p ¥²Õ ¥²Ð ¥²p ¥²� Ð²Ð Ð²z }²} z²¥ z²É Ê²Õ Ê²p

@°ÌÂkÝ��×ÅÌ���Î�ÌtÌ¥ææ ¥²z æ²É æ²¥ æ²Õ æ²¥ æ²} �æ²Õ �æ²Ð æ²¥ �æ²Ð �æ²Ð �æ²Ð

N°ÌÅ@�kÌkÂ��bÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ É²z É²� É²� É²Ê É²Ê Ê²z Ê²¥ }²� }²Ð Ð²} Õ²Ê ¥²É

X°Ì�kXk�NkÂÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ ¥²z Õ²Õ Õ²Ð Õ²z Õ²Ê Ð²æ Õ²p Õ²z Õ²Ê Õ²} Õ²æ ¥²É

@°ÌÂkÝ��×ÅÌ���Î�ÌtÌ¥ææ æ²z �æ²¥ �æ²Õ æ²} �æ²¥ æ²Õ

N°ÌÅ@�kÌkÂ��bÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ æ²É �æ²¥ �æ²} �æ²Ð �æ²z �æ²Ê

X°Ì�kXk�NkÂÌ�xÌÂkÝ��×ÅÌàk@ÂÌtÌ¥ææ æ²z æ²} æ²Õ æ²z æ²} æ²Ê

/�×ÂXk^Ì�/$

¥���

"�1Ì�"���1�$"

¥��Ê

¥��p

¥��É



1@N�kÌÐN

���ÅÎ@�ÎÌÞk���ÎÌ

��Ì±

�²Ì�Îk�ÅÌÞ�Î�Ì�@ß��×�ÌÂ�XkÅ

@°ÌÅkÎÌNàÌÎ�kÌ!���ÅÎÂàÌ�xÌ���@�XkÌ�xÌÎ�kÌ�äkX�Ì.k×N��X

�kÎÌÂk�ÎÌx�ÂÌÂk�Î@�Ìx�@ÎÅÌ ¥²ÊzÐ¥

k�kXÎÂ�X�Îà Õ²zÕ}�

�@Å æ²�zp�

�kb�X��kÌ@�bÌ�k@�Î�ÌX@ÂkÌ�×Î×Î æ²ÊÉÐ}

@ÅÅk��kÂÌÂ@��Þ@àÌÎÂ@�Å�ÂÎ æ²Õæp¥

Îk�kX���×��X@Î���ÌÅkÂÝ�XkÅÌ�ÌÎk�k���k æ²ÉÊæz

N°ÌÅkÎÌNàÌ��X@�Ì@×Î��Â�Î�kÅ

�×��X�@�Ì×N��XÌÎÂ@�Å�ÂÎ æ²ÉÉ¥Ê

@Â����ÌÅkÂÝ�XkÅ æ²æ¥É¥

Î@ß�ÌÅkÂÝ�XkÅ æ²æÕ�z

�²Ì�Îk�ÅÌÞ�Î�ÌÂ�XkÅÌÂk�×�@ÎkbÌ��Ì@ÌX�ÅÎ��×ÅÌN@Å�Å

Þ@ÎkÂÌ@�bÌÅkÞkÂ@�kÌ æ²�pÊÉ

�k@Î���Ìx�ÂÌ��×Åk���bÅ Ð²æ¥É}

N×ÅÌÎÂ@�Å�ÂÎ æ²Êp��

�ÅÎ@�ÌÅkÂÝ�XkÅ æ²¥¥ÊÐ

Îk�k�Â@� æ²æ¥Õ¥

Â�@�k�N×Î@�kÌ�@Å æ²¥}Ê}

��×Åk���bÌÞ@ÅÎkÌb�Å�Å@� æ²ÕÉ}}

��×Å����Âk�@ÎkbÌÅkÂÝ�XkÅÌx�ÂÌÂk�Î@�Ìx�@ÎÅ æ²Õ}�z

��×Å����Âk�@ÎkbÌÅkÂÝ�XkÅÌx�ÂÌX���kÂ@Î�ÝkÌx�@ÎÅ æ²¥¥Ð¥

Å×�k�k�Î@ÂàÌkb×X@Î���@�ÌÅkÂÝ�XkÅÌ¯ÅÎ×bk�ÎÌx@ÂkÅ° æ²¥Épz

�²Ì�kkÅ

�k@�Î�Ì��Å×Â@�Xk Ð²}ÉpÐ

�@�b@Î�ÂàÌ��Å×Â@�XkÌ�xÌ��Î�ÂÌÝk��X�kÅ æ²}æ��

Âk��ÅÎÂ@Î���Ì�xÌ�Þ�kÂÅÌ�xÌÎÞ��Xà���bkÂÌ��Î�ÂÌÝk��X�kÅÌ æ²æ¥�Ê

Â@b��Ì@�bÌ18ÌxkkÅ æ²p¥zz

Å���@Î×ÂkÌ@×Î�k�Î�X@Î���ÌÌ æ²æÊÕ�

b�Ý�ÂXkÌ@��X@Î���Ìxkk æ²æ¥z}

b��Ì�Þ�kÂÅ��Ìxkk æ²æÕ}É

�ÅÎ@�Ì�ÂbkÂÌ� æ²æÐz}

N×��b���ÌkÂ��ÎÌ�ÅÅ×k æ²æpæp

¥p²ÐÕÐ�
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���ÅÎ@�Î ¥��} ¥��z ¥��Ê ¥��É ¥��p ¥���
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X��Å×�kÂ æ²Ê æ²É æ²p æ²É æ²Ê ¥²É ¥²Ê

x�ÂÌÂ�Ý@Î�Å@Î��� z²} z²æ Ð²p Ð²æ Õ²æ ¥²} ¥²Ð
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Ì��Ì±

Ì¥��Ð Ì¥��} Ì¥��z Ì¥��Ê Ì¥��É Ì¥��p ¥���

Ì¥Õ ¥Õ ¥Õ ¥Õ ¥Õ ¥Õ Ð Ê

Ì¥²Ì�8�.���Ì,.��$.ÌÌ.�1� Ì¥°

Ì�Ì¥Ìb@à z²}É ¥æ²Éz ¥æ²pÐ ¥Õ²}} ¥Õ²zz ¥æ²p} É²Éz Ê²p}

Ì�ÌÉÌb@à z²�æ ¥Õ²Õp ¥¥²¥É ¥Õ²Ê¥ ¥Ê²Ê} ¥æ²zÊ É²Ép Ê²�Õ

Ì�Ì¥}Ìb@à Ê²¥} ¥Õ²Ðp ¥¥²Õæ ¥Õ²Ê¥ ¥Ê²ÉÉ ¥æ²z} É²ÉÉ Ê²�¥

Ì�Ì¥Ì���Î�Ì Ê²Êp ¥Õ²zz ¥¥²æ¥ ¥Õ²ÊÐ ¥É²}� ¥æ²}Ê É²Éæ Ê²�Õ

Ì�ÌÕÌ���Î� É²Ð} ¥Õ²Ê¥ ¥æ²�É ¥Õ²ÊÕ ¥É²z} ¥æ²ÕÉ É²Ê¥ Ê²�}

Ì�ÌÐÌ���Î� p²ææ ¥Õ²Êz ¥æ²�Ð ¥Õ²ÊÉ ¥É²zæ ¥æ²æp É²zp Ê²�z

Ì�ÌÊÌ���Î� �²Õ¥ ¥Õ²Êz ¥æ²p� ¥Õ²zz ¥É²}¥ �²zÊ É²zz É²ææ

Ì�Ì�Ì���Î� ¥æ²Ê� ¥Õ²Êz ¥æ²p� ¥Õ²Õz ¥É²Ð� �²Ðp É²zÊ É²æp

Ì�Ì¥ÕÌ���Î� ¥¥²�æ ¥Õ²ÊÊ ¥æ²�æ ¥Õ²ÕÐ ¥É²ÐÊ �²Ð¥ É²zÉ É²¥}

ÌÕ²Ì�8�.���Ì,.����Ì.�1� Ì¥°

Ì�Ì¥Ìb@à }²z¥ ¥æ²æ¥ ¥æ²zÕ ¥Õ²¥� ¥æ²Éz ¥æ²}p É²}Ê Ê²zÉ

Ì�ÌÉÌb@à }²�Õ ¥¥²}p ¥æ²pÕ ¥Õ²Ðz ¥z²ÐÉ ¥æ²Ðæ É²zÐ Ê²É¥

Ì�Ì¥}Ìb@à z²¥Ê ¥¥²zz ¥æ²p} ¥Õ²ÐÊ ¥z²}z ¥æ²ÕÉ É²zÐ Ê²Éæ

Ì�Ì¥Ì���Î�Ì z²Êp ¥¥²ÉÕ ¥æ²ÊÐ ¥Õ²Ðz ¥Ê²ÕÊ ¥æ²¥p É²}z Ê²É¥

Ì�ÌÕÌ���Î� Ê²Ð} ¥¥²ÉÊ ¥æ²z� ¥Õ²Ð} ¥Ê²ÐÐ �²�� É²ÐÊ Ê²ÉÐ

Ì�ÌÐÌ���Î� É²ææ ¥¥²pæ ¥æ²zÐ ¥Õ²Ð� ¥Ê²Ðz �²É� É²ÐÐ Ê²É}

Ì�ÌÊÌ���Î� p²Õ¥ ¥¥²p¥ ¥æ²}p ¥Õ²ÕÊ ¥Ê²Ð¥ �²ÕÊ É²Õ� Ê²pæ

Ì�Ì�Ì���Î� �²zÊ ¥¥²pÕ ¥æ²}É ¥¥²�Ê ¥Ê²ÕÉ �²æp É²Ðæ Ê²pÉ

Ì�Ì¥ÕÌ���Î� ¥æ²p� ¥¥²pÐ ¥æ²}p ¥¥²�} ¥Ê²ÕÐ �²æÕ É²Ð¥ Ê²�Ð

Ì¥°Ì����kÂX�@�ÌN@��ÅÌ·×�Î���ÌÎ�k�ÂÌÂ@ÎkÅÌb@��àÌ��ÌÎ�kÌ��ÎkÂN@��Ìbk�Å�ÎÌ�@Â�kÎ
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���Î��àÌ@ÝkÂ@�kÅÌ��Ì±

¥��É ¥��p ¥���

Ð Ê � ¥Õ Ð Ê � ¥Õ Ð Ê

ÐÌKÌÊ ¥¥²pÕ ¥}²Êæ ¥}²zÐ ¥Ê²Éæ ¥z²ÊÕ ¥z²Ðp ¥Ð²¥Ê �²æÕ É²}Ð Ê²�Õ

ÐÌKÌ� ¥¥²zÕ ¥}²ÕÕ ¥}²zÐ ¥Ê²Éæ ¥z²pæ ¥z²Ð� ¥Ð²æÕ p²�� É²}Ê É²æ}

ÊÌKÌ� ¥¥²ææ ¥Ð²ÐÐ ¥}²æÕ ¥Ê²æÐ ¥z²}Ð ¥}²p¥ ¥Õ²}Ê p²É� É²}¥ É²æz

ÊÌKÌ¥ÕÌ ¥æ²�É ¥Ð²¥Ð ¥Ð²�É ¥Ê²æ¥ ¥z²zÕ ¥}²pÕ ¥Õ²ÐÉ p²É� É²}Ê É²¥z

�ÌKÌ¥Õ ¥æ²zÉ ¥Õ²ÊÐ ¥Ð²zÕ ¥z²}É ¥z²æ� ¥}²Ð} ¥¥²�} p²ÊÕ É²}Õ É²¥z

¥ÕÌKÌÕ} ¥æ²}} ¥Õ²¥Ê ¥Ð²ææ ¥z²Õp ¥}²�z ¥Ð²Ép ¥¥²}z �²æÐ

�K¥ÕÌ�ÌÐKÊÌÅÂk@bÌ �¥²Õz �¥²�É �¥²æ¥ �¥²ÕÐ �æ²zÐ �¥²æ} �¥²ÕÐ �æ²}æ �æ²æ¥ æ²ÕÐ

ÊK¥ÕÌ�ÌÐK�ÌÅÂk@b �æ²zz �¥²æ� �æ²zz �æ²Ê� �æ²Õp �æ²zÉ �æ²Êz æ²Õæ æ²ææ æ²¥¥

�xxkÂÌ�ÌN�bÌÅÂk@bÌ¯ÐKÊ° æ²¥æ æ²Õ¥ æ²Õ¥ æ²Õ¥ æ²¥Ê æ²¥Õ æ²¥Ê æ²¥� æ²¥Õ æ²¥¥

�xxkÂÌ�ÌN�bÌÅÂk@bÌ¯¥ÕKÕ}°Ì æ²¥É æ²ÐÊ æ²Ðz æ²Ðæ æ²¥� æ²¥Õ æ²¥p æ²zp æ²ææ æ²ææ

���Î��àÌ@ÝkÂ@�kÅÌ��Ì±

¥��É ¥��p ¥���

Ð Ê � ¥Õ Ð Ê � ¥Õ Ð Ê

Ì¥; ¥¥²p� ¥p²æÉ ¥}²�Õ ¥É²z} ¥Ê²ÐÕ ¥z²�É ¥Ð²}} �²zÕ É²ÊÉ É²Õ¥

ÌÕ; ¥¥²¥É ¥z²Ð} ¥Ð²�} ¥Ê²zp ¥z²Ê� ¥z²ææ ¥Õ²zÐ �²¥Ð É²ÉÕ É²}�

ÌÐ; ¥¥²æz ¥}²Ð} ¥Ð²ÕÊ ¥z²�Ð ¥z²Õæ ¥}²¥É ¥Õ²æÉ �²æÊ É²pÉ É²ÉÉ

Ì}; ¥¥²æ¥ ¥Ð²É� ¥Õ²p} ¥z²z} ¥}²Ép ¥Ð²}� ¥¥²ÉÊ p²�� p²æÕ É²�z

Ìz; ¥æ²�p ¥Ð²Õp ¥Õ²zæ ¥z²Õz ¥}²}� ¥Õ²�p ¥¥²z¥ p²�Ð p²¥Ð p²æÉ

ÌÊ; ¥æ²�É ¥Õ²p¥ ¥Õ²Õp ¥z²¥� ¥}²Õp ¥Õ²}Ð ¥¥²ÕÊ p²ÉÐ p²Õ¥ p²¥Ð

ÌÉ; ¥æ²�¥ ¥Õ²Ê} ¥Õ²æ� ¥}²pp ¥}²¥¥ ¥Õ²æp ¥¥²æ� p²É¥ p²ÕÉ p²¥p

Ìp; ¥æ²�} ¥Õ²}É ¥Õ²æÐ ¥}²�æ ¥}²æ¥ ¥¥²pz ¥æ²�æ p²ÊÉ p²ÐÕ p²Õæ

Ì�; ¥æ²�æ ¥Õ²Ð¥ ¥¥²�Õ ¥}²Õ� ¥Ð²�Ð ¥¥²Êz ¥æ²ÉÕ p²ÊÐ p²Ðz p²Õ¥

Ì¥æ; ¥æ²pp ¥Õ²Õæ ¥¥²p¥ ¥}²Õ} ¥Ð²pÐ ¥¥²Êæ ¥æ²Ê¥ p²Ê¥ p²ÐÉ p²ÕÕ

Õ;Ì�Ì¥;ÌÅÂk@b �æ²ÉÕ �Õ²ÉÐ �æ²�p �æ²�É �æ²Ê} �æ²�É �æ²�¥ �æ²Ð� æ²æz æ²Õp

z;Ì�Ì¥;ÌÅÂk@b �æ²�¥ �}²Ép �Õ²}Õ �Õ²Ðæ �¥²pÐ �Õ²�� �¥²�} �æ²Êæ æ²}Ê æ²pÊ

¥æ;Ì�Ì¥;ÌÅÂk@b �¥²æ¥ �z²pÉ �Ð²¥¥ �Ð²Ðæ �Õ²zæ �}²ÐÉ �Õ²p} �æ²�Õ æ²Éæ ¥²æ¥

�xxkÂÌ�ÌN�bÌÅÂk@bÌ¯¥;° æ²¥Õ æ²Ðp æ²¥Ð æ²ÕÐ æ²¥Ð æ²¥¥ æ²¥Ð æ²Õz æ²¥æ æ²¥æ

�xxkÂÌ�ÌN�bÌÅÂk@bÌ¯Õ;° æ²¥Õ æ²z} æ²¥� æ²Ðæ æ²¥p æ²¥Ê æ²¥� æ²Õp æ²¥æ æ²¥æ

�xxkÂÌ�ÌN�bÌÅÂk@bÌ¯z;° æ²¥É æ²Êæ æ²Õ} æ²ÐÉ æ²¥É æ²¥� æ²Õæ æ²Ð¥ æ²¥z æ²¥æ

�xxkÂÌ�ÌN�bÌÅÂk@bÌ¯¥æ;° æ²Ðz æ²ÉÊ æ²Õ� æ²}Ê æ²Ðz æ²Õ� æ²Õp æ²Õæ æ²¥z æ²¥æ
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��Ì±

"����@�ÌÂ@ÎkÅ .k@�ÌÂ@ÎkÅÌN@ÅkbÌ��Ì�,� .k@�ÌÂ@ÎkÅÌN@ÅkbÌ��Ì,,�

Ì,.��$. X��k�ÎÌÂ@ÎkÅ Ì,.��$. X��k�ÎÌÂ@ÎkÅ Ì,.��$. �kÞÌX��k�Î

¥9 ¥; �kÞÌXÂkb�ÎÅ Î��kÌbk�Å�ÎÅ ¥9 ¥; �kÞÌXÂkb�ÎÅ Î��kÌbk�Å�ÎÅ ¥9 ¥; XÂkb�ÎÅ

Ì¥Ë�Ð �²æ ¥}²p ¥}²� ¥¥²Õ �¥æ²¥ �z²Ð �z²Õ �p²Ð �Õ²� Õ²Ð Õ²}

ÌÕË�Ð ¥¥²Ð ¥z²z ¥}²Õ ¥¥²Õ �p²É �z²Ð �Ê²} �p²p �Õ²z ¥²Õ æ²æ

ÌÐË�Ð ¥Ð²¥ ¥Ê²æ ¥}²É ¥¥²Ð �É²Õ �}²� �z²� �p²É �¥²Õ ¥²Ð æ²Õ

Ì}Ë�Ð ¥É²� ¥p²z ¥z²� ¥¥²} �Ð²Õ �Õ²É �}²� �p²Ê Ð²Ð Ð²p ¥²z

ÌzË�Ð ¥}²Ê ¥É²Õ ¥z²Ê ¥¥²Ê �z²� �Ð²É �z²¥ �p²} ¥²Ð Ð²É Õ²Õ

ÌÊË�Ð ¥Ð²Ð ¥z²É ¥z²¥ ¥æ²� �É²æ �z²æ �z²z ��²æ æ²z Õ²Ê Õ²æ

ÌÉË�Ð �²É ¥}²} ¥z²¥ ¥æ²p ��²Ê �z²É �z²¥ �p²É �Õ²� ¥²} ¥²�

ÌpË�Ð ¥æ²z ¥}²Õ ¥z²Õ ¥æ²� ��²æ �z²� �z²¥ �p²É �Õ²Õ ¥²¥ ¥²�

Ì�Ë�Ð �²Õ ¥Ð²p ¥z²Ê ¥æ²� ��²É �z²� �}²} �p²Õ �Ð²} æ²É Õ²Ð

Ì¥æË�Ð É²É ¥Ð²z ¥z²¥ ¥¥²æ �¥æ²Õ �z²Ð �}²æ �É²z �}²É æ²z ¥²p

Ì¥¥Ë�Ð Ê²æ ¥Õ²p ¥Ð²Ê ¥æ²� �¥æ²¥ �}²Ð �Ð²Ê �z²� �z²Ð æ²p ¥²Ê
Ì¥ÕË�Ð z²� ¥¥²� ¥}²Ê ¥æ²É �¥æ²} �z²Ð �Ð²¥ �Ê²Ð �}²� æ²} Õ²p

Ì¥Ë�} É²p ¥æ²� ¥Õ²É ¥æ²� �Õ²p æ²æ ¥²Ê æ²æ �æ²} Õ²z }²Õ

ÌÕË�} É²É ¥æ²z ¥Õ²� ¥æ²p �¥²p æ²É Õ²� ¥²æ Õ²Ð z²æ É²Õ

ÌÐË�} p²} ¥æ²} ¥Õ²p ¥¥²¥ �æ²� æ²� Ð²¥ ¥²Ê Ð²Ð z²¥ É²}

Ì}Ë�} É²Õ �²� ¥Ð²z ¥æ²p �¥²p æ²É Ð²� ¥²} Õ²Õ }²p p²Õ

ÌzË�} Ê²É �²¥ ¥Õ²p ¥æ²p �Õ²} �æ²Õ Ð²Õ ¥²Ð ¥²Ê Ð²� É²z

ÌÊË�} Ê²¥ p²Ð ¥Õ²} ¥æ²� �Ð²Ð �¥²Ð Õ²z ¥²¥ æ²É Õ²p Ê²p

ÌÉË�} É²z p²} ¥Õ²� ¥æ²z �Õ²æ �¥²Õ Ð²æ æ²p Õ²z Ð²} É²É

ÌpË�} p²¥ p²z ¥Õ²z ¥æ²Ê �¥²� �¥²z Õ²¥ æ²} Ð²¥ Ð²Ê É²Ð

Ì�Ë�} p²É �²æ ¥Ð²} ¥æ²Ð �¥²Ê �¥²} Õ²É �æ²Õ Ð²É Ð²� p²¥

Ì¥æË�} ¥æ²æ ¥æ²} ¥Õ²É ¥æ²Ð �æ²Ê �æ²Ð ¥²p �æ²} z²¥ z²} É²Ê

Ì¥¥Ë�} ¥¥²¥ ¥¥²Ð ¥Ð²} ¥æ²Õ æ²Ð æ²z Õ²} �æ²z z²É z²� É²�
Ì¥ÕË�} ¥Õ²Ð ¥Õ²É ¥Ð²É ¥æ²Ê ¥²� Õ²Õ Ð²Õ æ²Ð Ê²Ð Ê²É É²É

Ì¥Ë�z ¥¥²Õ ¥¥²z ¥Ð²z ¥æ²} Õ²¥ Õ²} }²Ð ¥²Ð }²æ }²Õ Ê²¥

ÌÕË�z ¥æ²É ¥æ²p ¥Ð²} ¥æ²Ð ¥²¥ ¥²Õ Ð²Ê æ²É Ð²æ Ð²Õ z²Ê

ÌÐË�z ¥æ²Ð ¥æ²} ¥Ð²z ¥æ²Ð æ²Ê æ²p Ð²z æ²Ê Õ²} Õ²z z²}

Ì}Ë�z ¥æ²Ð ¥æ²} ¥Ð²æ ¥æ²Õ æ²¥ æ²Õ Õ²Ê æ²æ Õ²} Õ²z z²æ

ÌzË�z ¥æ²Ð ¥æ²} ¥Õ²É ¥æ²Ð æ²¥ æ²Õ Õ²Ð æ²¥ Õ²z Õ²Ê }²É

ÌÊË�z ¥æ²É ¥æ²p ¥Ð²¥ ¥æ²Ð æ²Ê æ²É Õ²p æ²Ð Ð²æ Ð²Õ z²Ð

ÌÉË�z ¥¥²Ê ¥¥²É ¥Ð²¥ ¥æ²Ð ¥²É ¥²p Ð²¥ æ²z Ð²É Ð²p z²¥

ÌpË�z ¥¥²æ ¥¥²} ¥Ð²z ¥æ²Õ ¥²� Õ²Õ }²Õ ¥²¥ Ð²æ Ð²Ð z²Ð

Ì�Ë�z ¥æ²� ¥¥²¥ ¥Ð²Ð ¥æ²Õ Õ²¥ Õ²Ð }²Ð ¥²z Õ²� Ð²æ z²¥

Ì¥æË�z ¥¥²¥ ¥¥²Õ ¥Ð²Õ ¥æ²Õ Õ²p Õ²p }²É ¥²� Ð²¥ Ð²¥ z²æ

Ì¥¥Ë�z ¥¥²Ð ¥¥²Õ ¥Ð²} ¥æ²¥ Ð²æ Ð²æ z²æ Õ²æ Ð²Ð Ð²Ð z²Õ
Ì¥ÕË�z ¥¥²Õ ¥æ²� ¥Ð²¥ ¥æ²æ Ð²æ Õ²p }²p ¥²� Ð²É Ð²z z²z

Ì¥Ë�Ê ¥¥²¥ ¥æ²z ¥Õ²� �²� Õ²æ ¥²} Ð²z æ²� }²Ê Ð²� Ê²Õ

ÌÕË�Ê ¥¥²¥ ¥æ²É ¥Ð²æ �²p Õ²Ð ¥²� }²æ ¥²¥ z²¥ }²É Ê²�

ÌÐË�Ê ¥¥²Ð ¥¥²æ ¥Õ²p �²p Õ²Õ ¥²� Ð²Ê æ²p z²p z²z É²Ð

Ì}Ë�Ê ¥¥²Ê ¥¥²Ð ¥Ð²æ �²Ê Õ²p Õ²Ê }²¥ ¥²æ Ê²¥ z²p É²}

ÌzË�Ê ¥¥²p ¥¥²p ¥Ð²¥ �²} Õ²� Õ²p }²¥ æ²É Ê²} Ê²Ð É²Ê

ÌÊË�Ê ¥Õ²¥ ¥Õ²Õ ¥Ð²} �²Ð Ð²} Ð²z }²Ê æ²p Ê²� É²æ p²Õ

ÌÉË�Ê ¥Õ²Ê ¥Õ²� ¥Ð²p �²Ð Õ²� Ð²Õ }²æ �æ²¥ É²p p²¥ �²æ

ÌpË�Ê ¥Õ²Ê ¥Õ²p ¥Ð²� �²Ð Õ²É Õ²� Ð²� �æ²Ð p²æ p²Õ �²Ð

Ì�Ë�Ê ¥Õ²Ê ¥Õ²} ¥}²æ �²Ð Ð²} Ð²Õ }²Ê æ²Ð p²} p²¥ �²É

Ì¥æË�Ê ¥Õ²Ê ¥Õ²Ð ¥Ð²p �²Ð Ð²Ê Ð²Ð }²É æ²Ê p²Õ É²� �²Ð

Ì¥¥Ë�Ê ¥Õ²Ê ¥Õ²Ð ¥Ð²� �²Ð Ð²É Ð²} }²p æ²Ê p²¥ É²p �²Ð
Ì¥ÕË�Ê ¥Õ²Ê ¥Õ²Õ ¥Ð²Ê �²Õ Ð²É Ð²Ð }²Ê æ²z É²� É²z p²p

Ì¥Ë�É ¥Õ²z ¥¥²p ¥Ð²Ê �²æ }²p }²¥ z²p ¥²z É²É É²æ p²É

ÌÕË�É ¥Õ²z ¥¥²} ¥Ð²z �²¥ }²p Ð²p z²p ¥²É É²� Ê²� �²æ

ÌÐË�É ¥Õ²z ¥¥²p ¥Ð²z �²¥ z²Ð }²É Ê²Ð Õ²Õ É²p É²Õ p²p

Ì}Ë�É ¥Õ²z ¥¥²p ¥Ð²} �²æ z²} }²p Ê²Ð Õ²Õ É²p É²Õ p²É

ÌzË�É }Õ²Ð ¥z²p Õ¥²Ê ¥Ð²z ÐÐ²� p²� ¥}²} Ê²p ÐÊ²É ¥¥²Õ ¥Ê²p

ÌÊË�É ÐÐ²p ¥�²æ Õæ²} ¥¥²p Õz²Ð ¥¥²} ¥Õ²É }²É Õp²¥ ¥Ð²� ¥z²Õ

ÌÉË�É ¥É²Ð ¥z²� ¥É²æ ¥æ²� É²Ð z²� É²æ ¥²Ð ¥¥²Ê ¥æ²Õ ¥¥²Ð

ÌpË�É ¥}²É ¥}²} ¥z²p ¥æ²} }²} }²¥ z²} æ²z p²z p²Ð �²Ê

Ì�Ë�É ¥}²Ê ¥}²p ¥z²p ¥æ²} Ð²� }²æ z²æ æ²æ p²Ð p²z �²}

Ì¥æË�É ¥}²� ¥z²æ ¥z²z ¥æ²Õ }²Ð }²} }²p æ²æ p²p p²� �²}

Ì¥¥Ë�É ¥z²} ¥Ê²Ê ¥z²p ¥æ²z }²p z²� z²Õ æ²} �²} ¥æ²z �²É
Ì¥ÕË�É ¥Ê²Ê ¥É²} ¥Ê²z ¥æ²� Ê²æ Ê²É z²� æ²p ¥æ²} ¥¥²æ ¥æ²Ð

Ì¥Ë�p ¥z²Ð ¥Ê²É ¥z²É ¥¥²¥ Õ²æ Ð²Õ Õ²Ð �¥²p p²É ¥æ²æ �²æ

ÌÕË�p ¥}²� ¥Ê²} ¥z²É ¥¥²¥ ¥²Ð Õ²Ê Õ²¥ �Õ²æ É²p �²Õ p²Ê

ÌÐË�p ¥z²æ ¥Ê²¥ ¥Ê²¥ ¥¥²¥ ¥²} Õ²} Õ²} �Õ²¥ É²� �²æ �²æ

Ì}Ë�p ¥z²¥ ¥z²� ¥Ê²Õ ¥¥²æ ¥²É Õ²z Õ²É �¥²� p²} �²¥ �²}

ÌzË�p ¥z²Õ ¥z²Ê ¥z²p ¥æ²É Õ²æ Õ²Ð Õ²} �Õ²æ p²z p²� �²æ

ÌÊË�p ¥z²Ð ¥z²p ¥Ê²æ ¥¥²æ Õ²� Ð²} Ð²z �æ²� �²¥ �²É �²p

ÌÉË�p ¥}²p ¥}²æ ¥z²Ð ¥æ²� }²æ Ð²Õ }²} æ²} �²Õ p²Ð �²Ê

ÌpË�p ¥}²} ¥Ð²z ¥}²p ¥æ²É }²z Ð²p }²� ¥²Õ �²p p²� ¥æ²Õ

Ì�Ë�p ¥}²æ ¥Ð²} ¥}²Ê ¥æ²z }²p }²Õ z²Ð ¥²Ê �²� �²Ð ¥æ²z

Ì¥æË�p ¥Ð²} ¥Õ²Ê ¥}²Ð ¥æ²Ð }²p }²¥ z²Ê ¥²� �²p �²æ ¥æ²Ê

Ì¥¥Ë�p ¥Õ²æ ¥æ²z ¥Õ²� �²z }²Õ Õ²p z²æ ¥²p p²� É²z �²p
Ì¥ÕË�p ¥æ²Ê �²Ð ¥¥²� p²É Ð²z Õ²} }²É ¥²p p²Õ É²æ �²z

Ì¥Ë�� �²Õ p²¥ ¥æ²É p²Õ z²z }²z É²æ }²z p²Ð É²Ð �²�

ÌÕË�� p²Õ p²Õ ¥æ²Ð Ê²Ê z²Õ z²Ð É²Ð Ð²É p²Ð p²Ð ¥æ²}

ÌÐË�� É²p É²Ê �²É Ê²¥ z²¥ }²� É²¥ Ð²z É²p É²Ê �²É

Ì}Ë�� É²} É²æ �²} z²p }²p }²} Ê²p Ð²Õ É²Õ Ê²p �²Õ

ÌzË�� É²æ É²æ p²� z²Ê }²z }²z Ê²} Ð²¥ Ê²Ê Ê²Ê p²z

ÌÊË�� Ê²� É²¥ �²¥ z²Ð }²Ê }²p Ê²p Ð²¥ Ê²z Ê²É p²É

"�Îk^ÌÂk@�ÌÂ@ÎkÅÌtÌ�����@�ÌÂ@ÎkÅÌbkx�kÎkbÌNàÌà���àÌ��bkßÌ¯�,�Ë,,�°Ì��Ì��Ýk�Ì���Î�
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1@N�kÌ¥¥

��Ì±

Ì¥��Ð Ì¥��} Ì¥��z Ì¥��Ê Ì¥��É ¥��p ¥���

Ì¥Õ ¥Õ ¥Õ ¥Õ ¥Õ ¥Õ Ð Ê

"kÞ�àÌbÂ@Þ�ÌXÂkb�ÎÅ

��Ì�>� ¥}²Ê ¥Ð²É ¥Ð²¥ ¥Ð²Ê ¥Ê²z ¥¥²� �²É �²¥

Ì�ÌÅ��ÂÎ�ÎkÂ� ¥}²æ ¥Ð²Ð ¥Õ²� ¥Ð²Ê ¥Ê²z ¥¥²É �²z p²�

Ì�Ì�kb�×��ÎkÂ� ¥Ê²É ¥}²p ¥}²Õ ¥}²Ð ¥É²æ ¥Ð²} ¥æ²Ê �²É

Ì�Ì�����ÎkÂ� ¥}²z ¥}²Õ ¥Ð²Ð ¥Õ²z ¥Ê²æ ¥¥²É ¥¥²¥ ¥æ²}

��Ìx�Âk���ÌX×ÂÂk�Xà � � � � z²� z²} z²¥ }²z

Ì�ÌÅ��ÂÎ�ÎkÂ� � � � � z²� z²Ð z²¥ }²z

Ì�Ì�kb�×��ÎkÂ� � � � � z²Ê z²� }²p }²Ð

Ì�Ì�����ÎkÂ� � � � � Ê²¥ z²Ê z²¥ }²p

�Âkb�ÎÅ

��Ì�>� ¥}²¥ ¥Õ²p ¥Õ²É ¥Õ²z ¥Ð²� ¥æ²z �²Õ p²z

Ì�ÌÅ��ÂÎ�ÎkÂ� ¥z²Ê ¥Õ²É ¥Õ²z ¥Õ²} ¥}²¥ ¥æ²Ê �²Ð p²z

Ì�Ì�kb�×��ÎkÂ� ¥z²� ¥}²z ¥}²Õ ¥Ð²z ¥}²Ê ¥æ²É �²z p²p

Ì�Ì�����ÎkÂ� ¥æ²} ¥¥²Õ ¥¥²z ¥¥²p ¥Ð²æ ¥æ²Ð p²� p²Õ

��Ìx�Âk���ÌX×ÂÂk�Xà � � � � Ê²¥ Ê²} Ê²Õ Ê²æ

Ì�ÌÅ��ÂÎ�ÎkÂ� � � � � z²Ê Ê²� Ê²� Ê²p

Ì�Ì�kb�×��ÎkÂ� � � � � z²� z²Ê z²} z²Õ

Ì�Ì�����ÎkÂ� � � � � Ê²É Ê²æ z²É z²Ê

�k�Å�ÎÅ

��Ì�>� É²æ Ê²� Ê²� Ê²É p²æ Ê²É }²� }²Ð

Ì�Ìbk�@�b Õ²Ð Õ²Ê Õ²p Õ²z Õ²¥ ¥²� ¥²� ¥²p

Ì�ÌÎ��k ¥¥²æ ¥æ²Ê ¥æ²æ �²Õ ¥æ²� p²É Ê²¥ z²Ð

Ì�ÌÅ��ÂÎ�ÎkÂ� �²Ê �²Ê �²É �²Ð ¥¥²Ê �²Õ Ê²z z²Ê

Ì�Ì�kb�×��ÎkÂ� ¥¥²p ¥¥²z ¥æ²É �²p ¥Õ²Õ ¥æ²� Ê²Õ z²Ê

Ì�Ì�����ÎkÂ� ¥Ð²É ¥¥²Ð p²p Ê²Õ z²Õ }²Õ Ð²� Ð²p

��Ìx�Âk���ÌX×ÂÂk�Xà � � � � Õ²É Õ²Ð Õ²} Õ²Õ

Ì�Ìbk�@�b � � � � ¥²¥ ¥²¥ ¥²¥ æ²�

Ì�ÌÎ��k � � � � Ð²É Ð²Õ Ð²Ð Ð²Õ

Ì�ÌÅ��ÂÎ�ÎkÂ� � � � � Ð²} Ð²¥ Ð²Õ Ð²æ

Ì�Ì�kb�×��ÎkÂ� � � � � z²æ Ð²Ð Ð²Ê Ð²Ê

Ì�Ì�����ÎkÂ� � � � � z²z Ð²z }²Õ }²¥
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1@N�kÌ¥Õ

��Ì�>�Ì�������Å

¥��ÐÌ ¥��}Ì ¥��zÌ ¥��ÊÌ ¥��É ¥��pÌÕ° ¥���ÌÕ°

-¥

�²Ì�3..�"1Ì���$3"1 ¥ÐÌÕpÊ²É �ÕÕÌÊ}Ð²Õ �ÐÊÌÐÐ¥²Ð �¥¥ÊÌz¥æ²Ê �¥æ¥ÌpzÊ²Õ �ÐÐÌÉzÊ²æ �¥æÌ}ÐÉ²¥

�@�@�XkÌ�xÌÎÂ@bkÌÌÌÌÌÐ° �¥zÌÐ¥Ð²æ �Ð�ÌÉzæ²� ��ÉÌz�p²Ê �¥z�ÌzÐp²Ê �¥}}ÌæÕz²� �pÐÌÕÉz²p �¥pÌ}Ê¥²æ

Ì�Ìkß�ÂÎÅ }¥}ÌpÐÐ²æ }zpÌ}ÐÊ²Ê zÊ�Ìz}�²¥ zppÌÉ�¥²z ÉÕÕÌzæ¥²æ pzæÌzÐæ²æ Õæ}Ì�pÕ²æ

Ì�Ì���ÂÎÅ }ÐæÌ¥}Ê²æ }�pÌ¥pÉ²z ÊÊÉÌ¥}É²É É}pÌÐÐæ²¥ pÊÊÌzÕÊ²� �ÐÐÌpæz²p ÕÕÐÌ}}Ð²æ

Ì /kÂÝ�XkÅ Õ�Ì}Êz²Õ ¥}ÌæzÕ²p }pÌpp¥²Õ zÕÌ¥�p²� zzÌ�Ðz²æ ÊæÌÉÐp²¥ pÌzp}²}

�Âkb�Î ¥ÐÉÌÊ�¥²Õ ¥}pÌ}æ}²æ ¥ÉpÌÕÉæ²} ÕÕÕÌæÐæ²} ÕÕÉÌ¥�Ð²Ê ÕÐpÌ�É�²} zÐÌzzÊ²Õ

Ì�ÌÎÂ@�Å�ÂÎ ÐÊÌ¥pÊ²Ê ÐzÌÉzÉ²� ÐpÌÉzÉ²} ÐÊÌÕæ�²Ê }¥ÌÊÊ¥²Ê }ÐÌ}Ðæ²z ¥¥Ìz¥}²z

Ì�ÌÎÂ@Ýk� }zÌ}ÐÉ²} Ê}Ì¥Éæ²Ð ÉÊÌÐæ¥²Ð ¥¥æÌÊÕæ²æ ¥¥zÌÉææ²æ ¥ÕæÌæææ²æ ÕÐÌæææ²æ

Ì�Ì�Î�kÂÅ zÊÌæÊÉ²Õ }pÌ}Éz²p ÊÐÌÕ¥¥²É ÉzÌÕææ²p Ê�ÌpÐÕ²æ ÉzÌz}p²� ¥�Ìæ}¥²É

�kN�Î ¥æpÌÕÕÊ²æ ¥Ð}ÌÐz¥²Õ ¥Õ�ÌÐp�²Õ ¥Ê�ÌpÐ¥²z ¥É¥ÌÕzp²Ê ¥ÉpÌÕ}¥²Ð }}Ì�É¥²p

Ì�ÌÎÂ@�Å�ÂÎ Õ¥Ì}æÕ²¥ Õ}Ìz}Õ²} Õ¥ÌÕæp²� ¥pÌ�pÐ²Ð ¥�Ì�ÉÐ²Ê ¥�ÌÊ}Ð²æ ÉÌæ�Ð²p

Ì�ÌÎÂ@Ýk� ¥zÌÐÊp²Ð }zÌÊæz²Ê }ÐÌÐÐæ²Ð pæÌ¥Éæ²æ ÉzÌzææ²æ ÊæÌÐææ²æ ¥æÌæææ²æ

Ì�Ì�Î�kÂÅ É¥Ì}zz²Ê Ê}ÌÕæÐ²Õ Ê}Ìpzæ²æ ÉæÌÊÉp²Õ ÉzÌÉpz²æ �pÌÕ�p²Ð ÕÉÌpÉp²æ

��X��k �ÐÌ}Õ}²É �zpæ²p �ÕÌpæ}²æ �¥�ÌÊ¥¥²æ �ÕzÌ¥æÕ²} �Õ}ÌÕ¥Ð²¥ �}Ìæzæ²æ

�Âkb�Î ¥zÌ�zÕ²æ ÕÕÌÉ¥Ð²Õ Ð¥ÌÊ�Ê²¥ Ð¥ÌÉÊz²� }}ÌÊ�Ê²æ }ÉÌ�æp²} ¥ÕÌ�Ðæ²æ

�kN�Î ¥�ÌÐÉÊ²É ÕÐÌÕ�}²æ Ð}Ìzææ²¥ z¥ÌÐÉÊ²� Ê�ÌÉ�p²} ÉÕÌ¥Õ¥²z ¥ÊÌ�pæ²æ

�×ÂÂk�ÎÌÎÂ@�ÅxkÂÅ ÕÌzz�²Õ ÐÌÊÐz²É ¥zÌ¥�æ²¥ ¥æÌ}}æ²¥ ¥¥ÌÐÐÉ²¥ ¥ÕÌ��}²p ÐÌ}p�²z

�Âkb�Î ÉÌæÕ}²z pÌzÕÐ²Ð ¥ÉÌÊÐ¥²Ê ¥ÊÌÉzÕ²É ÕÉÌ}æÕ²z Õ}Ì�zÕ²É ÉÌÉ��²z

�kN�Î }Ì}Êz²Ð }ÌppÉ²Ê ÕÌ}}¥²z ÊÌÐ¥Õ²Ê ¥ÊÌæÊz²} ¥¥Ì�zÉ²� }ÌÐ¥æ²æ

�²Ì��,�1��Ì���$3"1 �¥ÊÌ¥Éz²æ � ¥É�²¥ ¥z²Ê Ð¥z²� ÊÊ²p �Ðæ²z

�Âkb�Î zÌ�ÉÊ²æ � ÐæÉ²p Õp²¥ }�Ð²æ }z}²} �}²}

�kN�Î ÕÕÌ¥z¥²æ � ¥Õp²É ¥Õ²z ¥ÉÉ²¥ ÐpÉ²Ê ¥Õ}²�

1�Î@�Ì�ÌµÌ� �ÕÌppp²Ð �ÕÕÌÊ}Ð²Õ �ÐÊÌ¥zÕ²Õ �¥¥ÊÌ}�z²æ �¥æ¥Ìz}æ²Ð �ÐÐÌÊp�²Õ �¥æÌ}ÊÉ²Ê

�²Ì��"�"����Ì���$3"1 ppÌ¥p}²É �ÉÌæ¥�²É Õ¥pÌÕpp²z ¥¥ÊÌÊÐÕ²z Ð}ÌÐ¥�²¥ p}Ìppp²Õ ¥}ÌÐÉ�²p

��ÂkXÎÌ��ÝkÅÎ�k�Î ¥ÊÌ}Õ¥²p Õ¥Ìzz¥²¥ ÊÉÌæÕ¥²Õ ÐÉÌÊÉ}²p }æÌ}z¥²} pæÌ¥ÉÕ²z ¥�ÌÐÕÕ²p

Ì�Ì@NÂ�@b �ÕÌÊÕp²Ê �ÐÌ}}Ð²Ð ��É¥²Ê �¥Ì¥ææ²æ �pææ²æ �¥Ì¥Éz²æ �pææ²æ

Ì�Ì��ÌÎ�kÌ�äkX�Ì.k×N��X ¥�Ìæzæ²} Õ}Ì��}²} ÊÉÌ��Õ²p ÐpÌÉÉ}²p }¥ÌÕz¥²} p¥Ì�}É²z ÕæÌ¥ÕÕ²p

,�ÂÎx����Ì��ÝkÅÎ�k�Î }ÊÌÊzp²z Õ}Ìz�z²� ÐÊÌ¥}}²} ¥�ÌÊ�Õ²z Ð}Ì}Ðp²� ÐÕÌÊp¥²} ¥Ìzæ}²Ð

�ÅÅkÎÅ �ÊÌÊpÊ²� �¥ÌÐÕÉ²¥ �pÌzÊz²Ê �¥ÌÕ�¥²¥ �ÊÌææÊ²p �ÕÌzp¥²� �ÕÌ�æp²Õ

Ì�Ìk·×�ÎàÌÅkX×Â�Î�kÅ �ÊÌÊpÊ²� �¥ÌÐÕÉ²¥ �pÌzÊz²Ê �¥ÌÕ�¥²¥ ¥�²� ÕÌ}æÕ²É �zÌz�Ê²Ð

Ì�ÌbkNÎÌÅkX×Â�Î�kÅ �ÊÌæÕÊ²É �}Ì�p}²Ê ÕÌÊpp²¥

��@N���Î�kÅ zÐÌÐ}z²} ÕzÌ�ÕÐ²æ }}ÌÉ¥æ²æ ÕæÌ�pÐ²Ê }æÌ}}z²É ÐzÌÕÊÐ²Ð }Ì}¥Õ²z

Ì�Ìk·×�ÎàÌÅkX×Â�Î�kÅ ÐÕÌzÊ�²p ¥}ÌÐÊ�²p ÐÕÌÉÊ¥²É ¥ÊÌÐ}æ²� ¥ÐÌÉpÐ²É Ð}Ìp}Ê²Õ �ÐæÊ²Ð

Ì�ÌbkNÎÌÅkX×Â�Î�kÅ ÕæÌÉÉz²Ê ¥¥ÌzzÐ²Õ ¥¥Ì�}p²Ð }ÌÊ}Õ²É ÕÊÌÊÊÕ²æ }¥É²¥ }ÌÉ¥p²p

$Î�kÂÌ��ÝkÅÎ�k�Î ÕzÌ¥æ}²} zæÌpÉÕ²É ¥¥zÌ¥ÕÕ²� z�ÌÕÊz²Õ �}æÌzÉ¥²Õ �ÕÉÌ�Êz²É �ÊÌ}}É²Ð

�ÅÅkÎÅ �pÐÌ�¥¥²} �Ê�ÌzpÕ²} �ÊÊÌæzæ²p �Ê}ÌÊ}Ê²p �¥}ÕÌÉÕz²¥ �zæÌÉpÊ²¥ �z¥ÌÉpp²¥

�����ÎkÂ� ¥ÐÌÐ}æ²p ¥ÕÌæ}Ê²} ¥ÌÐp}²} �¥æÌÉÊ�²p �¥¥Ì¥¥É²Ê �Õ}ÌpÊÊ²z �¥ÕÌÐ�æ²�

Ì�Ì�"�

Ì�ÌX���kÂX�@�ÌN@��Å �¥Ì}Ð¥²z �Ð¥²É �ÐÌÐzÐ²Ê �¥}Ì¥Êp²Õ �¥¥Ì�æÉ²} �ÕÊÌ�zÕ²p �¥Õ}É}²}

Ì�Ì��ÝkÂ��k�Î pÌÐÕÐ²Ð pÌ¥Éz²¥ ÐÌÐÐz²æ ¥ÌÕpÊ²} z¥�²p ÊÐæ²Ð ¥ÕÕ²z

Ì�Ì�Î�kÂÌÅkXÎ�ÂÅ ÊÌ}}�²æ ÐÌ�æÐ²æ ¥Ì}æÐ²æ ÕÌ¥¥Õ²æ ÕÉæ²æ ¥Ì}zÊ²æ �Ð�²æ

/��ÂÎ�ÎkÂ� ��ÉÌÕzÕ²Õ �p¥ÌÊÕp²p �ÊÉÌ}Ðz²Õ �zÐÌpÉÉ²æ �¥Ð¥ÌÊæÉ²z �ÕzÌ�¥�²Ê �Ð�ÌÐ�É²Õ

Ì�Ì�"�

Ì�ÌX���kÂX�@�ÌN@��Å ÕÌ¥ÊÐ²æ �}ÌÕp�²} �ÕÌ}}Ê²Õ �}pÌ�ÉÊ²æ �¥ÕÕÌæÐp²z �Õ¥ÌÊ}¥²Ê �ÐÉÌÐ�É²Õ

Ì�Ì��ÝkÂ��k�Î ��ÉÌÐ�É²Õ �ÉÊÌæ}æ²} �ÊæÌ¥É�²} ² ² ² ²

Ì�Ì�Î�kÂÌÅkXÎ�ÂÅ �ÕÌæ¥p²æ �¥ÌÕ��²æ �}Ìpæ�²Ê �}Ì�æ¥²æ ��ÌzÊ�²æ �}ÌÕÉp²æ �ÕÌæææ²æ

��@N���Î�kÅ ¥æ�Ìæ¥z²p ¥ÕæÌ}zz²¥ ¥p¥Ì¥ÉÐ²É ¥ÕÐÌ�¥Õ²æ ¥æÕÌ¥zÐ²� ÕÕÌpÕæ²} }zÌÐ}æ²p

�����ÎkÂ� ¥æÌ¥Ð¥²� ¥�ÌpÊz²¥ pÉÌ�Êz²p �zÌ¥�Ð²¥ Õ}Ìæ}É²Ê �}ÌÐpz²æ ¥pÌ¥z}²Õ

Ì�Ì�"� ¥ÌÕ�É²Ð �Ð¥ÌÉ¥Õ²É ��É²p �ÐÊp²æ �Õ¥Ê²} �¥Ð¥²}

Ì�ÌX���kÂX�@�ÌN@��Å �ÕÌ¥¥Ê²Ê ¥¥Ì¥p�²Ê ÊæÌÐz�²Ê }ÊÌÉÐÐ²z �¥}ÌpÉz²z �¥}ÌÐ��²Õ }Ì}¥�²z

Ì�Ì��ÝkÂ��k�Î �ÐÌ}Õ¥²z �zÌÕ}�²z �¥ÕÌæ}É²Ð �ÉÌ¥ÐÕ²Ê �¥¥Ìzp¥²� �¥¥ÌÉÊz²} �}Ðp²�

Ì�Ì�Î�kÂÌÅkXÎ�ÂÅ ¥}ÌÐÉÕ²É }zÌÊÐÉ²É ÐpÌÊzz²É zzÌz�Õ²Õ zæÌpÉÐ²æ Õ¥Ì��Ê²æ ¥}ÌÐæz²æ

/��ÂÎ�ÎkÂ� �pÌppÐ²� ¥ææÌz�æ²æ �ÐÌÕæÉ²� ÕpÌÉ¥p²� ÉpÌ¥æÊ²Ð ÕÉÌÕæz²} ÕÉÌ¥pÊ²Ê

Ì�Ì�"� ¥ÌÊÉæ²z �¥ÌÊÐ}²É ÉÉ²¥ �z�²Ê ��²� �Ê²æ ��²¥

Ì�ÌX���kÂX�@�ÌN@��Å ÕÌ}p¥²p ¥}Ìæ¥Ê²æ ÕÉÌÊÐÊ²¥ ÐæÌzÉ}²� ÊÉÌÐpÐ²É Õ}Ì}}z²� ÕÐÌæzp²�

Ì�Ì��ÝkÂ��k�ÎÌ¯��@N���ÎàÌÝ�Å�@�Ý�ÅÌ/��Ý@��@° �¥Ìp�z²z pÊÌzzz²p zÊÌÕÊÕ²Õ �p��²Ê �Ê�²z �Õ¥Ê²z �¥æÐ²Õ

Ì�Ì�Î�kÂÌÅkXÎ�ÂÅ ÕÌpÐÊ²¥ ¥ÌÊzÕ²� �ÌÕÐÕ²z �p�Ê²p ¥æÌpæÕ²æ ÕÌ�pÕ²æ }ÌÕ}æ²æ

1�Î@�Ì�ÌµÌ�ÌµÌ� pzÌÕ�Ê²} É}ÌÐÉÊ²z ¥pÕÌ¥ÐÊ²Ð ¥ÐÉ²z �ÊÉÌÕÕ¥²Õ z¥Ì¥��²æ ÐÌ�¥Õ²Õ
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1@N�kÌ¥z

�²Ì"$!�"��Ì.�1� ��Ì�>�_Ìx�Âk���ÌkßX�@��kÌ�@Â�kÎÌÂ@ÎkÅ

Ì¥��Ð Ì¥��} Ì¥��z Ì¥��Ê Ì¥��É ¥��p ¥���

¥�¥Õ ¥�¥Õ ¥�¥Õ ¥�¥Õ ¥�¥Õ ¥�¥Õ -¥ -Õ

Ì�>�Ì�:���"��Ì.�1�Ì����"/1Ì/����1��Ì�3..�"���/

¥Ì ��3 Ð}²¥¥ Ð}²æÊ Ð}²Ð¥ Ð}²æ¥ Ðz²pæ ÐÊ²¥Ê ² ²

¥Ì �3. ² ² ² ² ² ² ÐÉ²¥¥ ÐÉ²Ê¥

¥Ì ��, }Ð²Ép }}²æÐ }¥²p� }Õ²ÐÐ z¥²�z zÐ²}z zÐ²�z zÉ²¥z

¥Ì �.� z²¥z z²¥� z²ÐÕ z²Ð¥ z²}Ð z²}É z²ÊÊ z²ÉÐ

¥æææÌ �1� ¥p²zÊ ¥É²pz ¥Ê²Ðæ ¥É²z� ¥p²Ê¥ ¥p²zÉ ¥�²¥É ¥�²}Ð

¥ææÌ �,; ÕÊ²ÐÕ Õp²¥z Õp²Ð} Õ}²�� ÕÊ²Õ� Õ}²É¥ Õp²ÐÉ Õ�²}z

¥Ì ��� ÕÕ²Ê¥ Õ¥²æ� ¥�²Ð} ¥�²�æ ÕÕ²�¥ Õ¥²pÐ Õ¥²pz Õ}²¥Ð

¥Ì "�� ¥z²Éæ ¥z²pÕ ¥Ê²zÐ ¥Ê²¥¥ ¥Ê²Õz ¥Ê²ÕÊ ¥Ê²pz ¥É²æÉ

¥Ì �1/ Õ²z¥ Õ²zÕ Õ²ÊÐ Õ²zÉ Õ²Êæ Õ²Ê¥ Õ²Éæ Õ²ÉÐ

¥Ì ��! ¥É²Ê} ¥É²Éz ¥p²zÕ ¥p²æÊ ¥p²Õp ¥p²ÐÐ ¥p²�p ¥�²ÕÐ
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Abbreviations used:

CIS Commonwealth of Independent States
CNB Czech National Bank
CPI consumer price index
CPIx net inflation index
CSO Czech Statistical Office
ÈSOB Èeskoslovenská obchodní banka
CZK Czech koruna
DEM Deutsche Mark
ECB European Central Bank
EU European Union
EUR euro
Eurostat Statistical Office of the European Union
FRA forward rate agreement
GDP gross domestic product
HWWA aggregate price index for raw materials and food
IMF International Monetary Fund
IRS interest rate swap
L a monetary aggregate (see part 3.1.1)
LIBOR London Interbank Offered Rate (an interbank lending rate)
M1 a monetary aggregate (see part 3.1.1)
M2 a monetary aggregate (see part 3.1.1)
m-o-m month-on-month
NER nominal exchange rate
NPF National Property Fund
PPI producer price index
PRIBID Prague Interbank Bid Rate
(1W, 1M, 1Y) (one-week, one-month, one-year)

PRIBOR Prague Interbank Offered Rate
repo rate repurchase agreement rate
RER real exchange rate
T-bills treasury bills
USD US dollar
VAT value added tax
y-o-y year-on-year




