Ministry of Finance

of the Czech Republic

IC

Forecast

of the Czech Republic
January 2021

Macroeconom

e Adljod Asezsuow ‘Adijod [BISH) “QUBIUOJIAUD [BUIDIXD ‘SISBIRUIO0) ,SUOIINISUI JBY30 o SulJojuow ‘suosiiedwod |euoieulalul ‘SUOIIe|aJ [BUIDIXD 19¥Jew Jnoge| ‘sad14d ‘Andino J1Wou0Ia ‘sio3edlipul 9|oAd ssau
Sng ‘91942 21WOU03 3y} UIY3m uolisod ‘spuadsi dlydesSowap ‘safdljod |ean3ondis ‘sajed aSueyoxa 40303s [eldueuly ay3 pue Adljod Aseysuow ‘Adjjod [BISI) QUSWIUOIIAUD |BUIRIXS ‘S1SED9404 ,SUOIINIASUI J3YI0 4O
1J01juow ‘suosiiedwod [BUOIIBUISIUL ‘SUOIIE|DJ |BUIDIXS ‘}aJeW Jnoge| ‘sad14d ‘AndIno Jjwouoda ‘sioledipul 3]9Ad ssauisng ‘9[oAd d1WOU023 3y} UIyHM uonisod ‘spuaul dlydesSowap ‘saldijod [einjonuis ‘saiel
BueyIXa ‘101995 |eldueUl 3yl pue Adjjod Alelsuow ‘Adijod [eISl) AUSWIUOIIAUS |BUISIXD ‘S1SBIRJ0) ,SUOIINMUISUI JOYI0 4O Sulioliuow ‘suosiiedwod [BUOIIBUJDIUL ‘SUOIIE|DJ [BUIDIXS ‘19X ew Jnoge| ‘sad1id ‘andino
WOU0J3 ‘s103ed1pul 3|9Ad ssauisng ‘9[9Ad J1WOU0I3 3yl UIyim uoisod ‘spualy oiydesSowap ‘sapdijod |ean1onuls ‘sajes agueyoxa ‘403das |eloueuly ayy pue Adljod Alersuow ‘Adijod |easi) “AUBLIUOIIAUS [BUIDIXS




Macroeconomic Forecast of the Czech Republic
January 2021

Ministry of Finance of the Czech Republic
Economic Policy Department
Letenska 15, 118 10 Prague 1

Tel.: +420 257 041 111
E-mail: macroeconomic.forecast@mfcr.cz

ISSN 2533-5588 (on-line)
Issued quarterly, free distribution

Electronic archive:
http://www.mfcr.cz/macroforecast



Macroeconomic Forecast
of the Czech Republic

January 2021



Table of Contents

INtroduction aNd SUMMAIY ....cciiiiieeiiiiiiiiiiiiiiiiiniirertesesiisstitressssssissssestessssssssssssstsssssssssssssssasesnsssssssssssssssnnnsssssssss 1

Forecast Risks and UNCErtaiNty .......ciiiiiiiiiiiiniiiiiiiiiieinneiiiiiiiieeseesiiiiiiiiiesesssssiesiimessssssssssssttessssssssssssssssssssssssssssss 4

1 FOrecast ASSUMPLIONS.....ccciiiiiieuuiiiiiiiiiiiieuuisiietiiresasssssiiisttressssssssssssssrmssssssssssssssesssssssssssssssessssssssssssssssssnnsssssssss 5
O R e =T =1 =3 0 1Yo o0 =Y o USSR 5
00 o 0 4 To Lo [ AV o o ol TSRS 8
R T o o= I o T USRS

1.4 Monetary Policy, Financial Sector and Exchange Rates
1.5 Structural Policies

1.6 Demographic Trends

2 ECONOMIC CYCIB..cieeneniiiiiiiiiiiiueiiiiiniiiiieeneesieesiirressssssssssssttressssssssssssssssssssssssssssssssssssssssssssssessssssssssssssssnnnnssssssssns 20
2.1 Position Within the ECONOMIC CYCI....ciiiiiiiiiiie sttt e e st e e e ta e e e snae e e saraeeeensreeeennnes 20
2.2 BUSINESS CYCIE INAICAtOIS . uuiiiiiiieeeciiee ettt ettt e e et e e e ette e e e bt eeeetbeeeessaeessbeeeesteeeessaeesnssaeeestaeessens 21
3 Forecast of Macroeconomic Developments in the CR...........ciiiiiiiiiiieiiiiiiiiineicssesesreesseesssssssssesssssssssssssseeennes 23
00 B =] g Yo T 0 o1 ol @ 11 o U ) PP PP PP PP TP PP PUPPP 23
R B ¢ [0l P PPPP PP 30
TR I I Y o Yo LU o |V = o ] SO PSSR 34
3.4 EXEEINQAl REIGTIONS .ottt ettt e st e e e st e e e s b b e e s eabte e e s beeesaabaeeseaateeesabeeeeebteeeeanaeas 42
4 Survey of Other INStItULIONS’ FOTECASTS ...cuvviiiiiiiiiiiiiiiiiiiiieitieiieieieesieeeeeeeeseeeseessssesssessssssssssssssssssssssssssssssssssssssses 47
5 Effects of Fiscal Measures to SUPPOrt the ECONOMY.......cccceuuuiiiiiiiiiiiieeccciirrrecrnenseeeeeeeseesnanssssssssseesnnsnsssssssseeennns 48
5.1 Fiscal Stimulation of the ECONOMY iN 2020.......cccutiiiiiiiieeiiierieeite ettt ettt et e sbe e saee s b e sneesane 48
5.2 Effects Of the TaX PACKAEE ...cuiiviieiciii ettt ettt e e e e e st e e e st e e e ente e e snaeeessseeeennteeesnnes 50
TR T 0T =T =Y T YT 51

List of Boxes
Box 1: Selected Aspects of the Labour Market in Relation to the COVID-19 Pandemic..........cccceerriiirissssssnnnnnnnnnennes 35

The Macroeconomic Forecast is prepared by the Economic Policy Department of the Czech Ministry of Finance. It con-
tains a forecast for the year 2021 and for certain indicators an outlook for 2 following years (i.e. until 2023). It is pub-
lished on a quarterly basis (usually in January, April, July and November) and is also available on the website of the
Ministry of Finance at:

www.mfcr.cz/macroforecast

Any comments or suggestions that would help us improve the quality of our publication and closer satisfy the needs of
its users are welcome. Please send any comments to the following email address:

macroeconomic.forecast@mfcr.cz




List of Tables

Table 1.1.1: Gross DOMESTIC ProdUCE — YEAIIY ...ueeieeiiie ettt et e e st e e e et e e e enee e e srbeeeeaseeeesneneesnsneean 7
Table 1.1.2: Gross DOMESTIC ProdUCt — QUAITEITY ......viii ettt ettt e e e st e e e e ate e e sata e e stbe e e e steeeseneaeesraraeaan 8
Table 1.2.1: Prices of Selected COMMOAITIES — YEAIIY ......ueiiiiiiieceeie ettt et e et e e et e e e te e e eeaaaeeeearaeaas 9
Table 1.2.2: Prices of Selected CommOdities — QUAEIIY ........ueeeieiiie et e e e e 9
Table 1.3.1: Net Lending/Borrowing and DEDt..........cccuiiiiiiiie ettt ettt et et e et e teesabe e sabeeenaeesareenseeenres 12
Table 1.4.1: INterest RAtes — YEAITY ..c..uei ittt sttt st e st sat e e bt e s be e e aee s beeeneesares 15
Table 1.4.2: Interest RAtes — QUAITEIIY ..oooeeeee et e e e e e e e st e e e e bt e e e easee e e snaeeesnsseeeanseneesnnnes 15
Table 1.4.3: Loans and DepOosSits — YEAITY GVEIAEES .....cccuuiiiiiee i ettt e e ceectte e e e e e eecitte e e e e e seetataeeeeeesesssaeeeaeesenssstseesaeesannes 16
Table 1.4.4: Loans and Deposits — QUArtErlY @VEIAZES .....c.uiiuieiiiirieenieeste ettt ettt st e st e st e sabeesae e e bt e e st e sbeesneesane 16
Table 1.4.5: EXChaNge RateS — YEAIY ....uii ittt et e et e e e st e e e et e e e e saba e e e eabaeeeeaseeeesasaeeeansseeeanssaeesnnens 17
Table 1.4.6: EXChaNge RAteS — QUAITEIY...ccii ettt ettt e e e e e ettt e e e e e e s aba e e e e e eeesstaeeeeeeeesnsaeseeaseensanees 17
B Lo LT TR0 R D 7= 4T = '] | ot SRR 19
Table 2.1.1: Output Gap and POteNntial PrOQUCT ..........eiiiiie ettt e e e ate e e e eata e e e eabe e e e s abaeeeensaeeeeanees 21
Table 3.1.1: Real GDP by Type of EXpenditure — YEaIIY ......cccuvii ittt et e e et e e et eeaneeas 26
Table 3.1.2: Real GDP by Type of EXpenditure — qUArTEIIY........ooiceiee ettt s ere e e e e et e e e 27
Table 3.1.3: Nominal GDP by Type of EXpenditure — YEarly .........cuuee ittt et 28
Table 3.1.4: Nominal GDP by Type of EXpenditure — qUAarterly .......cccooiiieiieriieeieenitereeeee ettt st 28
Table 3.1.5: GDP by Type Of INCOME — YEAIY .....vieieiiiee ettt e e e e st e e et te e e e e e e snaeeeenteeeennsaeeennees 29
Table 3.1.6: GDP by Type of INCOME — QUAMEIIY ..oc.eeiiieeeee ettt e et e ettt e e e et e e e e aae e eeanaeeeeabbeeeennseeeeanes 29
TabIE 3.2.0: PriCES — YEAIIY ettt ettt st e st e s bt e e ab e e s he e e ae e e b et e bt s bt e s n e e nateesareenes 32
LI Lo (N B A o o Y o TV T [ o =T o 1Y SRR 33
Table 3.3.1: LaboUr Market — YEAIIY .....uuuiiii ettt e e e e et e e e e e st a e e e e e e e e s abaeeeaeeeesnstaaeeaeseasnntasseaeeaennnres 39
Table 3.3.2: Labour Market — QUAITEIIY .....eoiieieiee ettt ettt et st be e st e sabeesate e saeeesnee s beeeneesares 40
Table 3.3.3: Income and Expenditures of HOUSENOIAS — YEAIIY ........eeiiiiii it et 41
Table 3.4.1: Balance Of PayMENTs — YEATIIY ....cccuuiiieiie ettt et e ettt e e et e e e e ett e e e e tbeeeeateeeeeaseeeeeareeeeensaeeennens 44
Table 3.4.2: Balance of Payments — QUAITEIIY ......coceviii ittt e e et e e et e e e ata e e e snae e e e s ntaeeeeneaeeeennees 45
Table 3.4.3: Decomposition of Exports of Goods (National Accounts Methodology) —yearly ......cccoceeeeiieiiiieeeccieeenns 46
Table 3.4.4: Decomposition of Exports of Goods (National Accounts Methodology) — quarterly ........ccccecceveeereeneeennne. 46
Table 4.1: SUMMary Of the SUIVEYEA FOrECASTS. ...ccciiiiiiciee i ciee ettt e e e et e e eee e e st e e e e at e e e s steeessnseeeesntaeesnnsaeeennnees 47
Table 5.1: The Impact of Revenue and Expenditure Measures on GDP in 2020 ........c.eeeeeiieeeeiiiieeeiiee e e e e 49

Table 5.2: Economic Effects of the Antivirus ProOgramime .......coocuiiiieiiieniieniee ettt sttt s 50



List of Graphs

Graph 1.1.1:
Graph 1.1.2:
Graph 1.1.3:
Graph 1.1.4:
Graph 1.1.5:
Graph 1.1.6:
Graph 1.1.7:
Graph 1.1.8:
Graph 1.2.1:
Graph 1.2.2:
Graph 1.3.1:
Graph 1.3.2:
Graph 1.4.1:
Graph 1.4.2:
Graph 1.4.3:
Graph 1.4.4:
Graph 1.4.5:
Graph 1.4.6:
Graph 1.4.7:
Graph 1.4.8:
Graph 1.6.1:
Graph 1.6.2:
Graph 1.6.3:
Graph 1.6.4:
Graph 2.1.1:
Graph 2.1.2:
Graph 2.1.3:
Graph 2.2.1:
Graph 2.2.2:
Graph 2.2.3:
Graph 2.2.4:
Graph 2.2.5:
Graph 2.2.6:
Graph 2.2.7:
Graph 2.2.8:
Graph 3.1.1:
Graph 3.1.2:
Graph 3.1.3:
Graph 3.1.4:
Graph 3.1.5:
Graph 3.1.6:
Graph 3.1.7:
Graph 3.1.8:
Graph 3.2.1:
Graph 3.2.2:
Graph 3.2.3:

GDP Developments in the EAL9 @and USA ... ittt e et e e st e e s ere e e saaa e e e s taeeesanneeesnnneeas 6

Real Gross DOMESTIC PrOTUCT.......ccuvvviiiiiiiiiiieie ettt ettt e e e e eeeab e e e e e esabaaeeeessessabareeeseeesnsbeneeeesesnnres 6

UNEMPIOYMENT RAEE....eiiiiiieieiiie e ccees ettt e et e e et e e st te e e e s teeeesataeeeaasaeeessseeeeansseeeanseaeesnsseesanssesesnsens 6
ECONOMIC SENTIMENT INAICAON ... iiiiiieiiiiii ettt be e s be e st e e s saeesbeessbaeenbeesnbaesnseesas 6
PUIrChasing Managers’ INOEX .....cooueeeiieiieiiie ettt sttt ettt s b e e bt e st e st e e sae e e saeesbeesbeesnseesabaeenneenas 6
2O g =T =T o 1= o YoV 7
Ifo and Czech manufacturing ProdUCTION .........oooeiii ittt e et e e te e e e b e e e eabaeeeennes 7
Dollar Price of Brent Crude Oil....uii i ier ettt e s e e st e e st e e s sete e e e sate e e saaeeeensseeesnsseeesnnnees 9
Koruna Price of Brent Crude Oil........uioiieiiiiiiieesiee sttt sie st siee st e st esbeesteesaeeessaeenbeessbaesnsassnsaesnseenns 9
General GOVErNMENT BalanCe.......uuiiiiiiiie ettt sttt e e e s bt e e e sate e e saaeeesabeeesnabaeesnases 12
General GOVEIrNMENT DEDL .....viiiiiiiieiieece ettt s e e s it e e sbt e e saaeebeesbeesabeesabeesntee e 12
INEEIEST RALES ...ttt ettt ettt e e et e e e e s e s bttt e e e s e nb b et e e e e sa s nnbeeeeeeesannnreeeeeeesannnnneee 14
(W F- 1o o I o (o TU TSI =1 o To] (o K3 T PRSP PUPROPPPRINt 14
NEW MOITEAZE LOANS ..uuuuiiiiiiiiiiiiiiitieiiiiierertreee e rereeeeeeeeeeretetereteteteeeeeeteeeteteteteteeeeeeeeeteteeeeeeeeseeesesessesesnens 14
Loans to Non-financial CorpoOrations ..........cccuiiiieiiee e e et e cecite e e stte e e e str e e eeearee e stbeaeesbbeeeesteeesesseeeesseeennns 14
NON-PEIOIMING LOGNS ....eiiitiiiiiieiiieeite et etee st te st si ettt e bt et e s bt e s bt e sab e e sab e e bt e e bt e sabeesabeesateesaseenneeenneeenneean 14
B LT o Yo 1] 1 £ SEPPPRPTN 14
NOMINAI EXCRANZE RATES....uiiiiiiieiiiiiee ettt e e e e ettt e e e e e e s bt e e e e e e e e s atbaaeeeeseesansaaseaeesennnees 14
Real EXchange Rate tO the EALD ... ittt ettt st st s e saee s 14
FAY= L G o 10 o 3O ORPROON 18
Life EXPECTANCY @t Birth ......oooeeiiiiceee ettt e ettt e ettt e e ettt e e e e tbeeeeeasaeeeeabaeaeeareeeenns 18
Old-AGE PENSIONEIS.....utiiiieiitteiteeteeette et e st e st e sttt e sute s bt e e bt e st e e sabeesateesabeeabeeesaeesabeesabaesabeesabeesnseesnsesaneennse 19
NUMber of DEAthS IN 2020........iiiiieiiieiieeiiee ettt ste et e st e et e s beesabeessteesseesbeeebeesateesaseessseesaseenseeen 19
(@10} 4o 101 -] o IRt 20
o1 =Y = I T 11 USRS 20
Capacity ULilisation in INAUSTIY .......ooieiiie ettt e e st e e et e e e eata e e eateeeesbeeesasaeesnsees 21
Confidence and GVA IN INAUSEIY ..couvieiieiiiieee ettt ettt s e st e sate e b e e saeesabeesbeesneesas 22
Confidence and GVA in CONSTIUCTION ....oivuiiiiiiiiiiiiiieeiee sttt st s e s te e saeeesbeessbeesbeesa 22
Confidence and GVA in Trade and SEIVICES .....cccuieiiieriiieiiieieeeiteeeiteesteesireesteesaeessseessseessessseesseesseessesns 22
ComMPOSIte EXPOIt INAICAtON ....eiiieiiiieiieeee ettt ettt e s e e sbt e e s et e b e sbeesaseesabeesanee e 22
Consumer Confidence and CONSUMPTION ......cccciiiiiiiieeeiiee e et et e e et e e ete e e etreeeeeateeeensaeeessreeeensseeesanseeas 22
Decomposition of CONSUMET SENTIMENT..........uiii ittt et e e e et e e eetee e e sbeeeeetaeeeeseeeesraeaanns 22
Composite Confidence INAIicator aNd GVA ......co.oio ittt s saee s 22
(®fo] ] o Jo 1Y (=l M=F: o [Ta Ve [a o [ToF | o] oSSR 22
Resources of Gross DOMESEIC PrOQUCT......ccuiiiiiiiiiciieciie sttt et estee e e st e s ae e ste e s ae e baeesseesnbeeereesaseas 25
(€0 ol )V Y] o Tl o4 =T Vo [ UL RS 25
Real Gross DOMESTIC PrOTUCT.......uiiiiieiieeiitetiesiee sttt site et e s e e st esabe e saeeessaesbeesbeesabeesabeessseesaseenseeen 25
Real Consumption Of HOUSENOIAS........ccuiiiiiiiieeie ettt s 25
Nominal Consumption of HOUSENOIAS .......cccuviiiieiiie et e e s e e e ereeeeaes 25
Investment by Type Of EXPENAITUIE.........uiiiiiiee ettt ettt e ettt e ee e e e ett e e e e etbeeeenteeesnseaeesbeeeanns 25
INVESTMENT DY SECEON ..ttt ettt e st esae e e bt e e bt e st e e s bt e sabeesaneesnteesneesanees 25
Investment Co-financing from EU FUNGS .........ueiiiiiiicciee ettt et e e e e e s etee e et e e e s ntae e s e nnaeeesnnaeaens 25
CONSUMIEBE PrICES ..ttt e ettt ettt e e e ettt e e e e e ettt e e e e e e usb b et e e e e sansab e e e e e e e e nnb et eeeeesanbnnteeeeaeaannrnneaeens 31
Consumer Prices in IMain DiVISIONS ...ceouuuiiiiiiiieiiiiteee ettt et e e e e s sbar e e e s e s sabbe e e e e s s e saabeaeeeesssnansraeeas 31

Core INflation and UNit LADOUr COSTS......uuuiiiiiiiiiiiiiiee ettt sttt e et e e e e esabbae e e e e eesaabeeeeeessesaasreeees 31



Graph 3.2.4: Gross DoOmestiC ProdUCt DEfIAtor ........viiiiiee ettt e et e et e e e s tae e e e atee e easaeeenreeean 31

GrapPh 3.2.5: TEIMS Of TrAO ... uiiiieeeiie ettt e e e e ettt e e e tee e e s beeeeetaeeeesaaeeebaeaeaasseseassesesassesaeasseeesasseeeeasseaans 31
Graph 3.2.6: Offering PriCes Of FIAtS....cciiuiie e ceiis ettt e s e et e et e e e st e e e e sateeesnseeeesreeessnteeeennsaeeernsananan 31
Graph 3.2.7: Prices of Flats Relative 10 AVErage WaEE.......c.cuueeeeciiiieiieee et e ettt ee e e e stte e e e ta e e e eatee e saaaeestbeseestaeesnanens 31
Graph 3.3.1: Employees in Different StatiStiCs ......uiiiieiiiiiieeee e et saee s 38
Graph 3.3.2: Indicators of UNEMPIOYMENT........cooc ittt e s eee e et e e e st a e e e saneeeesnsaeeesasseesenneeeesnnenenan 38
Graph 3.3.3: Social Security Contributions and EQrNings ............uviiiiiiiiiiiiiiie ettt e e e e e arre e e e e e e annees 38
Graph 3.3.4: Compens. per Employee and ProdUCEIVIty.......c.coouiiiieriiiiiieeeeeee et 38
Graph 3.3.5: NOMINGl MONENIY WaEE........oiiiiiieeie ettt et e e et e e e tte e e e etta e e s tte e e eeabaeessasaaeesnbaeaeensaeeeenseeeesasanaean 38
Graph 3.3.6: NOMINAI WAGE Bill........ueeiiiiieee et e e e e et e e e e e s e et b e e e e e e e e aasteeeeaseeassraeeeeeesesnranaaeas 38
Graph 3.3.7: Gross Savings Rate 0f HOUSENOIAS ........ccocuiiiiiiiie ettt e e st e e et e e eneae e e naeeean 38
(=T o] T 0 B R O U T =T o Yol olo LU | USSR 43
Graph 3.4.2: BalanCe Of Trate .....oo ottt e ettt e et e e e et e e e ettt e e e eetaee e e baeeeeasbeseesseeeeasseeaesateeesessaeeeassenans 43
Graph 3.4.3: BalanCe Of SEIVICES ..cccuuviiiiiieeectiee ettt ettt e st e e et e s e e e st e e e eateeeseaaeesssteeeaasteeeannseeeasseeeaansseesanseeesrnsenenan 43
Graph 3.4.4: Balance Of Primary INCOME .....cc.uiiiieiee ettt e et e e e et e e e ettae e e s tteeeeeabaeeesasaeeesabaaaeensseeeensaneessaeaaan 43
Graph 3.4.5: GDP and Goods IMports Of Partner COUNTIIES ........iiiueiriiiiiieeiee sttt sttt ettt et et s n e st 43
Graph 3.4.6: Real EXPOItS Of GOOUS......cccuiieiiiiieieiiie et e s tee e et e et e e st e e e e ate e e ssaaaeessteeeesssaeesnnseeeesnsaeeesnsseesansneessnsenanan 43
Graph 3.4.7: Deflator of EXPOrts Of GOOMS ........cooocuiiiiiiiiee ettt e ettt etee e e e bt e e e ete e e eebaeeesbaeeeesseeeenseeeesseaaan 43
Graph 4.1: Forecasts for Real GDP Growth in 2020......c.c.ciiiiiiiiiiiiiieniee ittt ettt sttt st e saeeesbe e e sneesbeesneesaneas 47
Graph 4.2: Forecasts for Average Inflation Rate in 2020..........ceeeiiiiiiiiieeeeiiieeeeiee et e e e stee e e e tve s eetreeesaaeeeetreeeesraeessaeeas 47
Graph 4.3: Forecasts for Real GDP Growth in 2021.........oooiiiiiiieiiie et ete e ettt e e ettt e et e e e e e aeeeeeataeeeeaneeaesaraeaas 47

Graph 4.4: Forecasts for Average Inflation Rate in 2021.........covuiiiiieiiiiiiieeiee ettt st enees 47



List of Abbreviations

BOP...eeee e balance of payments
[ole] o153 o] USRI constant prices

CNB .ottt Czech National Bank
(1 2] P PPPPRR consumer price index
1 Czech Republic
CUIT.PI ettt current prices

Czech Statistical Office

euro zone consisting of 19 countries
European Commission

European Central Bank

European Union consisting of 27 countries
Federal Reserve System

gross domestic product

gross fixed capital formation

gross value added

International Monetary Fund
Labour Force Survey

Ministry of Finance

Ministry of Labour and Social Affairs
percentage points

total factor productivity
value-added tax

Symbols Used in Tables

- A dash in place of a number indicates that the phenomenon did not occur.

A dot in place of a number indicates that we do not forecast that variable, or

the figure is unavailable or unreliable.

X, (space) A cross or space in place of a number indicates that no entry is possible for logi-

cal reasons.

Cut-off Date for Data Sources

The forecast is based on the data known as of 13 January 2021; the cut-off date for selected forecast assumptions was

6 January 2021.

Notes

All data in the Macroeconomic Forecast are unadjusted for seasonal and calendar effects, unless stated otherwise.
Published aggregate data may not match sums of individual items to the last decimal place due to rounding.

Data from the previous forecast (September 2020) are indicated by italics. Data relating to the years 2022 and 2023 are
an extrapolation scenario that indicates only the direction of possible developments, and as such are not commented

upon in the following text.



Introduction and Summary

The pandemic triggered by a new type of coronavirus, the measures taken to tackle the epidemic, and their knock-on
effects caused deep and synchronous downturn of the global economy in 2020. Its extent is unprecedented in the pe-
riod after the Second World War. Economic policy in all the countries affected responded by a sharp easing and by
adopting massive fiscal and monetary stimuli, which limited the pandemic’s impact on short-term growth. These
measures also helped to minimise the repercussions for long-term growth.

This year should be characterised by an upswing in global economic activity. However, the recovery in most countries
will evidently not be strong enough to offset the 2020 slump. The forecast for this year is saddled with enormous un-
certainty, with plainly downside risks. The biggest include global developments of the pandemic with the possibility
that economic activity is further restrained, delays in the process of inoculating the public, long-term effects on poten-
tial output, and, last but not least, the risk of financial instability. At national level, sensitive decisions will have to be
made between stimulating the economy and increasing the debt.

In the short lull between the first and second corona-
virus waves, the Czech economy rebounded strongly. In
Q3 2020, real gross domestic product adjusted for sea-
sonal and calendar effects surged 6.9% QoQ. As a result,
its year-on-year slump softened from 10.8% in the sec-
ond quarter to 5.0% in the third quarter.

On the use side, the most significant factor was external
trade, which contributed +1.2 pp to the year-on-year
GDP growth. This can be attributed to renewed output
growth in the export — and especially automotive — in-
dustry. The record trade surpluses were also boosted by
very weak investment activity among domestic compa-
nies (reflected in lower imports of capital goods) and the
low price of oil.

Within components of domestic use, household con-
sumption contracted by 3.9% YoY, squeezed by a reduc-
tion in real wages and salaries and a persistently high
savings rate that can be attributed to heightened uncer-
tainty about further developments. General government
consumption was the only component of domestic use
to grow, rising by 0.4%.

Gross fixed capital formation plunged by 11.5%. The de-
cline in investment was synchronous across all catego-
ries. Investments in vehicles, down by almost a quarter,
were hardest hit. From a sectoral perspective, the slump
was almost exclusively due to the private sector.

In the macroeconomic forecast, we work on the assump-
tion that the vaccination process will gradually quell the
epidemic. Then, starting in Q2 2021, economic activity
should slowly recover and gradually offset the previous
shock to aggregate demand and supply.

We estimate that economic output went down by 6.1%
in 2020 as a whole. There was a steep decline in proba-
bly all areas of domestic use, with the exception of gen-
eral government final consumption expenditure. Eco-
nomic growth in 2021 could reach 3.1% on the back of
the projected improvement in the epidemic situation
following the COVID-19 vaccination roll-out and the
forecast recovery abroad.

In Q4 2020, the year-on-year growth of consumer prices
visibly slackened and returned to under the upper 3%

boundary of the tolerance band set for the Czech Na-
tional Bank’s inflation target. It appears that the land-
scape characterised by a fall in consumer demand is
slowly beginning to prevail over frictions on the supply
side of the economy. At the same time, food price
growth has undeniably eased. The average inflation rate
in 2020 was 3.2%. Oil prices aside, major pro-inflationary
factors should be absent in 2021. Falling unit labour
costs and the persistent negative output gap should ease
inflation to 1.9%.

The labour market is largely under the sway of fiscal
stimulus measures aimed at maintaining employment
levels as much as possible. Consequently, while there
has been a certain increase in unemployment, it is much
lower than would be normal for the current cyclical posi-
tion of the Czech economy. The unemployment rate last
year, as measured by the Labour Force Survey, might
have reached 2.6%. Delayed effects of the economic
downturn and a gradual lifting of measures designed to
keep employment levels high should push the unem-
ployment rate up to 3.3% in 2021.

Somewhat paradoxically, the dismal economic situation
is increasing the current account surplus. The reduced
profitability of foreign-controlled businesses is reflected
in a significant, albeit probably only temporary, im-
provement in the primary income deficit. The trade bal-
ance in the second half of 2020 benefited from a rise in
vehicle exports, a decline in imports of capital goods,
and the low price of oil. The current account surplus
might have reached 3.6% of GDP in 2020. For 2021, we
project a surplus of 1.4% of GDP.

Public finances have shouldered much of the costs of
the epidemic. However, the downturn in economic activ-
ity not only resulted in a decline or loss in the momen-
tum of tax revenues, but was also accompanied by
spending to combat the spread of the epidemic,
strengthen the public health system, and mitigate the
economic and social impacts. We estimate that, in 2020,
the general government balance had a deficit amounting
to 5.8% of GDP, with debt increasing to 38.3% of GDP. In
2021, we forecast a deficit of 6.6% of GDP, which will
deepen the relative amount of debt to 43.3% of GDP.



The recovery driven by domestic demand
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Table: Main Macroeconomic Indicators

2015 2016 2017 2018 2019 2020 2021: 2020 2021
Current forecast Previous forecast
Nominal GDP bill.czki 4625 4797 5111 5410 5749 5613 5874; 5561 5860
nominal growth in % 6.4 3.7 6.5 5.8 6.3 2.4 4.7 3.3 5.4
Gross domestic product real growth in % 5.4 2.5 5.2 3.2 2.3 -6.1 3.1 -6.6 3.9
Consumption of households real growth in % 3.9 3.8 4.0 3.5 3.0 -5.1 3.3 -5.0 2.2
Consumption of government real growth in % 1.8 2.5 1.8 3.8 2.2 2.1 2.9 3.8 2.9
Gross fixed capital formation real growth in % 9.7 -3.0 4.9 10.0 2.3 -8.2 3.8 -7.5 3.0
Contribution of net exports pp -0.2 1.4 1.2 -1.2 0.0 -0.6 -0.1 -1.7 0.9
Contrib. of change in inventories pp 0.9 -0.3 0.5 -0.5 -0.2 -1.4 0.0 -1.3 0.6
GDP deflator growth in % 1.0 1.1 1.3 2.6 3.9 4.0 1.5 3.6 1.4
Average inflation rate % 0.3 0.7 2.5 2.1 2.8 3.2 1.9 3.2 1.9
Employment (LFS) growth in % 1.4 1.9 1.6 1.4 0.2 -1.1 -0.6 -1.2 -0.7
Unemployment rate (LFS) averagein % 5.1 4.0 29 2.2 2.0 2.6 3.3 2.6 3.4
Wage bill (domestic concept) growth in % 5.0 5.7 9.2 9.6 6.7 0.2 1.2 -1.9 0.8
Current account balance % of GDP 0.4 1.8 1.5 0.4 -0.3 3.6 1.4 0.3 0.4
General government balance % of GDP -0.6 0.7 1.5 0.9 0.3 -5.8 -6.6 6.4 -4.9
Assumptions:
Exchange rate CZK/EUR 27.3 27.0 26.3 25.6 25.7 26.4 26.1 26.3 25.8
Long-term interest rates %p.a. 0.6 0.4 1.0 2.0 1.5 1.1 1.2 1.1 0.9
Crude oil Brent UsD/barrel 52 44 54 71 64 42 51 42 48
GDP in the euro area real growth in % 1.9 1.8 2.7 1.9 1.3 -7.3 3.6 9.0 5.4

Source: CNB, CZSO, Eurostat, U. S. Energy Information Administration. Calculations and forecast of the MoF.



Forecast Risks and Uncertainty

The macroeconomic forecast is saddled with numerous
risks that we consider, on balance, to be significantly
tilted to the downside.

The main negative factor for the Czech Republic and
other economies is the development of the epidemic
situation and of the vaccination of the population. The
macroeconomic forecast is based on the assumption
that a more significant and longer-lasting easing of anti-
epidemic measures will take place in Q2 2021 at the ear-
liest. As larger swathes of society are vaccinated, the re-
strictions in the second half of the year should not be
macroeconomically significant. Nor does the forecast an-
ticipate that the coronavirus pandemic will have a long-
term effect on global supply chains.

Although the European Union and the United Kingdom
reached a deal on the future arrangement of their rela-
tions, we still see some uncertainties in international
trade, especially between the United States and China.
The EU’s trade relations with the United States remain
an unresolved issue, but the new US administration’s
stance could be more accommodating.

Another crucial matter is whether and how quickly will
the economy experience structural changes. There is
arisk of insufficient balancing between labour supply
and demand. On the one hand, this would lead to higher
unemployment (workers laid off in declining sectors
would not have relevant skills to fit in with the structure
of labour demand). On the other, slow or insufficient
change would curtail the growth of companies in grow-

ing sectors as they would be unable to find the staff they
need.

Taking into account demographic trends, it will remain
crucial, in the medium and long term, to increase labour
productivity. Advances in automation, robotics and digi-
tal technologies are a great opportunity. As Czech com-
panies are highly integrated in global supply chains,
moving to positions with higher value added (either to
the initial phase of research and development or to the
phase where the final product is sold) would prove a ma-
jor impetus for productivity.

The decline in economic activity and the associated de-
terioration in the financial situation of many households
and companies are likely to bring about an increase in
the volume of non-performing loans. Even so, a reduc-
tion in the quality of banks’ loan portfolios should not
jeopardize financial stability. The overvaluation of resi-
dential real estate remains a risk.

Given the importance of the automotive industry for the
Czech economy, the highly cyclical nature of this sector,
its focus on exports and its dependence on supply chains
pose a risk. In the medium to long term, risks are com-
pounded by structural changes that the automotive in-
dustry will likely go through as emission standards are
progressively tightened. However, the switch to alterna-
tive drives requires enormous investment in technologi-
cal development, in machinery and equipment, and in
infrastructure. Effects on employment, supply-demand
relations, and energy prices can also anticipated.



1 Forecast Assumptions

1.1 External Environment

After the measures taken in response to the coronavirus
pandemic were temporarily eased, economic activity
picked up in all major economies in Q3 2020. In the au-
tumn, however, the epidemic situation gradually wors-
ened again and restrictions were tightened. The recovery
of economic output this year is only likely to progress
little by little. Despite a deal being struck between the
EU and the UK, uncertainties persist in the trade rela-
tions of major economies. The risks are further exacer-
bated by structural changes in the automotive industry.
We forecast that the global economy will grow by 4.1%
this year (versus 4.8%).

The US economy grew by 7.4% QoQ (versus 4.1%) in
Q3 2020 in response to the easing of measures put in
place to tackle the spread of COVID-19. There was an in-
crease in all GDP components other than general gov-
ernment consumption, which fell by 1.5%.

The unemployment rate continued to decline as the
economy recovered. In November it decreased to 6.7%,
and remained unchanged in December. In manufacturing
the purchasing managers’ index rose slightly in Decem-
ber, but in services it dipped as there was a new surge in
COVID-19 cases. The growth in retail sales slowed to
4.1% in November. At its December meeting, the Fed
decided to keep the federal funds rate in the target
range of 0.00-0.25%. It is not expecting to raise it until
2023.

The US economic outlook is mainly shaped by the epi-
demic situation, which has been deteriorating again
since early December. We estimate that US economic
output fell by 3.5% (versus 4.7%) in 2020. December’s
approval of the second fiscal stimulus package worth
USD 900 billion (4.2% of the 2019 GDP) and emergency
use of the vaccine, the probable broad inoculation of the
US population this year and the related gradual econom-
ic recovery could lead to a 3.3% increase in US GDP in
2021 (versus 4.1%).

China’s economic growth slowed to 2.7% QoQ (versus
2.4%) in Q3 2020, driven by investments and household
consumption. Companies’ expectations were improving
due to strong economic recovery until December, when
there was a dip. However, consumer confidence contin-
ues to rise. This is reflected in the growth of retail sales.
We estimate that China’s economy grew by 1.6% (versus
1.1%) in 2020. This year, its economic growth could ac-
celerate to 8.5% (versus 8.9%).

In the European Union, GDP climbed by 11.5% QoQ
(versus 5.3%) in Q3 2020. In the euro area, it was up by
12.5% (versus 5.2%). In connection with the temporary
relaxation of containment measures and the renewed

opportunity to spend on certain goods and services, pri-
vate consumption was the dominant growth factor.

The inflation rate in the euro area has been in the defla-
tionary zone for five months in a row, stagnating at
-0.3% in December. The labour market is reflecting gov-
ernment support programmes and the relatively favour-
able situation in industry. The unemployment rate thus
continued its trajectory of gentle descent to stand at
8.3% in November. In the same month, retail sales
slipped by 2.9% YoY after the epidemic worsened. The
manufacturing purchasing managers’ index has been in
the expansion zone since August, while activity in ser-
vices dropped further in December. Business prospects
for the next twelve months have improved, partly be-
cause of the announced plan to vaccinate the popula-
tion.

At the end of last year, the EU and the UK hammered
out a deal on what their mutual relations would look like
in the future. The agreement places no cap on the vol-
ume of reciprocal trade in goods and does not introduce
any customs duties. In the short term, it may take longer
to transport goods because of the increased paperwork
and the need to adapt to the new rules. On the other
hand, the fact that much of the previous long-running
uncertainty has been resolved could boost investment
activity. The EU’s trade relations with the US remain an
unresolved issue; the new US administration’s stance
could be more accommodating. We estimate that eco-
nomic output in the EU27 may have fallen by 6.9% (ver-
sus 8.2%) in 2020. This year, GDP could grow by 3.5%
(versus 5.3%).

After seeing its GDP decline by 9.8% in Q2 2020, Germa-
ny’s economy grew by 8.5% QoQ in the third quarter
(versus 5.0%). Alongside higher household consumption
expenditure, foreign trade made a significant contribu-
tion to the recovery. The change in inventories, by con-
trast, had a negative effect.

Leading indicators from December signal that there
were favourable developments only in manufacturing.
The sentiment among service businesses and consumer
confidence, which are more sensitive to the epidemic
situation, have deteriorated in tandem with each other.
The unemployment rate remained at 4.5% in November.
This was reflected in a 1.9% MoM increase in retail sales.
The duration of restrictions, which were tightened in
December and then, at the beginning of this year, ex-
tended until the end of January, will be important for
economic developments. We estimate that Germany’s
GDP decreased by 5.8% (versus 6.1%) last year. In 2021,
economic growth could reach 2.9% (versus 5.2%).



The Slovak economy grew by 11.6% QoQ (versus 4.5%)
in Q3 2020. Household consumption and export activity
returned to pre-crisis levels, with orders in the automo-
tive industry having a positive effect.

In the labour market there has been a drop in employ-
ment in services. Certain sectors, however, continue to
face labour shortages. In November, the unemployment
rate stagnated at 7.4% for the third consecutive month.
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Having gradually eased anti-epidemic measures in No-
vember and December, the government decided to
tighten them again from the beginning of this year. The
pace of economic recovery will depend heavily on the
automotive industry and demand among trading part-
ners, especially Germany and neighbouring countries.
Slovakia’s GDP may have slipped by 5.9% (versus 7.9 %)
in 2020. In 2021, it could increase by 3.2% (versus 5.3%).

Graph 1.1.2: Real Gross Domestic Product
YoY growth in %, seasonally adjusted
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Graph 1.1.4: Unemployment Rate
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14
—=e=eefAl9 Germany
12 Austria Poland
'~-~_~ Slovakia e CzeCh Rep.
10 -

2

0

1/15 1/16 1/17 1/18 1/19 1/20
Source: Eurostat.

Graph 1.1.6: Purchasing Managers’ Index
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Graph 1.1.7: Business Tendency

manufacturing, quarterly averages

Graph 1.1.8: Ifo and Czech manufacturing production
balances (Ifo); seasonally adjusted index of industrial production in
Czech manufacturing, YoY growth in% (three-month moving avg.)
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Table 1.1.1: Gross Domestic Product — yearly
growth rate of real GDP in %
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Estimate Forecast
World seasonally adjusted 3.5 3.5 3.5 3.4 3.3 3.8 3.5 2.8 4.3 4.1
USA seasonally adjusted 2.2 1.8 25 3.1 1.7 2.3 3.0 2.2 -3.5 3.3
China seasonally adjusted 7.9 7.8 7.3 6.9 6.7 7.0 6.8 6.1 1.6 8.5
United Kingdom seasonally adjusted 1.4 2.2 2.9 2.4 1.7 1.7 1.3 14 -10.3 4.3
EU27 seasonally adjusted -0.7 0.0 1.6 2.2 2.0 2.9 2.1 1.6 -6.9 3.5
unadjusted -0.7 0.0 1.6 2.3 2.0 2.8 2.1 1.6
EA19 seasonally adjusted -0.8 -0.2 1.4 1.9 1.8 2.7 1.9 1.3 -7.3 3.6
unadjusted -0.9 -0.2 1.4 2.0 1.9 2.6 1.9 1.3
Germany seasonally adjusted 0.6 0.6 2.2 1.2 2.1 2.9 1.3 0.6 -5.8 2.9
unadjusted 0.4 0.4 2.2 1.5 2.2 2.6 1.3 0.6 5.3 2.9
France seasonally adjusted 0.4 0.6 1.0 1.0 1.0 2.4 1.8 1.5 -8.9 5.3
unadjusted 0.3 0.6 1.0 1.1 1.1 2.3 1.8 1.5 -8.8 5.3
Italy seasonally adjusted -3.0 -1.9 0.1 0.7 1.4 1.7 0.8 0.3 9.1 4.5
unadjusted -3.0 -1.8 0.0 0.8 1.3 1.7 0.9 0.3 9.0 4.5
Austria seasonally adjusted 0.7 0.0 0.8 0.9 2.0 2.5 2.5 1.4 7.4 2.3
unadjusted 0.7 0.0 0.7 1.0 2.0 2.4 2.6 1.4 -7.3 2.2
Hungary seasonally adjusted -1.2 1.9 4.1 3.8 2.1 4.5 5.4 4.6 5.9 2.6
unadjusted -1.4 1.9 4.2 3.8 2.1 4.3 5.4 4.6 5.8 2.6
Poland seasonally adjusted 1.4 1.1 34 4.2 3.2 4.9 5.4 4.6 3.2 2.4
unadjusted 1.3 1.1 3.4 4.2 3.1 4.8 5.4 4.5 -3.1 2.3
Slovakia seasonally adjusted 1.9 0.7 2.6 4.8 2.1 3.0 3.8 23 5.9 3.2
Czech Republic seasonally adjusted -0.7 0.0 23 5.5 2.4 5.4 3.2 2.2 6.1 3.0
unadjusted -0.8 0.0 2.3 5.4 2.5 5.2 3.2 2.3 -6.1 3.1

Note: Data are also adjusted for calendar effects (except for Slovakia).
Source: CZSO, Eurostat, IMF, NBS China, OECD. Calculations of the MoF.



Table 1.1.2: Gross Domestic Product — quarterly

growth rate of real GDP in %, seasonally adjusted data

2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
USA QoQ -1.3 -9.0 7.4 1.2 0.2 0.6 0.7 0.7
Yoy 0.3 -9.0 -2.9 -2.3 -0.9 9.6 2.7 2.2
China QoQ -10.0 11.7 2.7 2.2 0.9 1.0 1.2 1.0
Yoy -6.8 3.2 4.9 5.5 18.3 7.0 5.4 4.1
United Kingdom QoQ -3.0 -18.8 16.0 -1.1 0.2 2.1 1.9 1.6
Yoy -2.4 -20.8 -8.6 -9.6 -6.6 17.3 3.0 5.9
EU27 QoQ -3.3 -11.3 11.5 -2.6 0.5 1.8 1.7 1.4
Yoy -2.6 -13.9 -4.2 -6.9 -3.2 11.1 1.3 5.5
EA19 QoQ -3.7 -11.7 12.5 -2.7 0.4 1.9 1.7 1.4
Yoy -3.2 -14.7 -4.3 -7.0 -3.0 11.9 1.2 5.5
Germany QoQ -1.9 -9.8 8.5 -1.9 0.3 1.8 1.6 1.5
Yoy -2.1 -11.2 -4.0 -5.8 -3.7 8.7 1.8 5.3
France QoQ -5.9 -13.8 18.7 -3.4 0.5 1.9 1.7 1.4
Yoy -5.7 -18.9 -3.9 -7.0 -0.7 17.3 0.6 5.6
Italy QoQ -5.5 -13.0 15.9 -3.2 0.5 1.9 1.6 1.2
Yoy -5.6 -18.0 -5.0 -7.7 -1.9 14.9 0.8 5.4
Austria QoQ -2.8 -11.6 12.0 -4.3 0.3 2.2 1.5 1.4
Yoy -3.3 -14.2 -4.2 -7.9 -4.9 9.9 -0.4 5.5
Hungary QoQ 0.4 -14.6 114 2.4 0.6 1.9 1.6 1.4
Yoy 2.0 -13.5 -4.6 -7.5 -6.6 11.4 1.6 5.6
Poland QoQ -0.3 -9.0 7.9 -2.7 0.5 1.8 1.6 1.2
Yoy 1.9 -8.0 -1.8 -4.7 -4.0 7.4 1.2 5.3
Slovakia QoQ 5.1 -8.3 11.6 -2.8 0.1 1.4 1.3 1.0
Yoy -3.8 -12.1 -2.3 5.6 -0.4 10.1 -0.1 3.9
Czech Republic QoQ -3.3 -8.5 6.9 -1.5 0.2 2.3 1.8 0.8
Yoy -1.9 -10.8 -5.0 -6.8 3.4 8.0 2.8 5.2

Note: Data are also adjusted for calendar effects (except for Slovakia).

Source: CZSO, Eurostat, NBS China, OECD. Calculations and forecast of the MoF.

1.2 Commodity Prices

In Q4 2020, the price of Brent crude oil averaged USD
44.3/barrel (versus USD 46/barrel). This was a drop by
30% YoY, or approximately 32% when expressed in CZK.

In the fourth quarter, there was a further revival in de-
mand for oil, probably in response to the depreciation of
the US dollar and optimism related to advances in the
development, approval and distribution of COVID-19
vaccines. The Organisation of the Petroleum Exporting
Countries agreed with Russia and other countries
(OPEC+) to relax production limits, although this move
will not be as bold as originally planned. The production
cut by 7.7 million barrels per day that was valid until De-
cember 2020 was set to be eased to 5.8 million barrels
per day from January 2021. Instead, there are to be cuts
by 7.2 million barrels per day from January, 7.125 million
from February, and 7.050 million from March. The extent
of production restrictions in subsequent months has yet
to be decided.

The US Energy Information Administration estimates
that global oil production in 2021 will be roughly in line
with oil consumption. Therefore, there will be no signifi-
cant changes in the reserves of oil produced. This should
pave the way for a stable price. This is consistent with
the situation prevailing on the futures market, where oil
supplied later is traded only a little more cheaply than oil
supplied earlier.

The Brent oil price outlook thus reflects the almost flat
price curve of futures contracts, although in 2021 it is
positioned higher than in the September macroeconom-
ic forecast. In 2021, the average price of a barrel of oil
should be 22% higher than in 2020, i.e. USD 51 (versus
USD 48). As we are expecting the Czech koruna to be
stronger against the US dollar than in the previous fore-
cast (see section 1.4.3), the upward revision to the pre-
dicted CZK price of oil is more moderate.



Graph 1.2.1: Dollar Price of Brent Crude Oil

Graph 1.2.2: Koruna Price of Brent Crude Oil
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Source: CNB, U. S. EIA. Calculations and forecast of the MoF.

Table 1.2.1: Prices of Selected Commaodities — yearly

spot prices
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Forecast
Crude oil Brent USD/barrel} 111.5 108.6 99.0 52.4 43.6 54.2 71.4 64.3 41.8 51
growth in % 0.2 -2.6 -8.8 -47.1 -16.9 24.3 31.7 9.9 -35.0 22.2
Crude oil Brent index (in CZK) 2010=100; 143.8 139.9 134.6 85.0 70.1 83.1 102.2 97.1 63.6 72
growth in % 11.0 2.7 3.8 -369 -17.4 18.5 23.0 5.0 -34.6 13.0
Natural gas (Europe) USD/MMBtu 11.5 11.8 10.1 6.8 4.6 5.7 7.7 4.8 3.2
growth in % 9.1 2.7 -147 -32.1 331 25.3 34.4 -37.5 -325
Natural gas (Europe) index (in CZK) 2010=100; 142.2 1459 131.7 106.2 70.7 84.2 106.0 69.6 47.1
growth in % 20.6 2.6 9.8 -194 334 19.2 25.8 343 -32.4
Source: CNB, U. S. Energy Information Administration, World Bank. Calculations and forecast of the MoF.
Table 1.2.2: Prices of Selected Commodities — quarterly
spot prices
2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast Forecast Forecast Forecast
Crude oil Brent UsD/barrel 50.3 29.7 42.9 44.3 51 51 51 51
growth in % -20.3 -57.0 -30.7 -30.0 1.8 72.8 19.0 14.4
Crude oil Brent index (in CZK) 2010=100 77.0 48.0 64.0 65.2 73 72 72 71
growth in % -18.0 -53.8 -32.2 -32.3 -5.8 50.7 12.0 8.5
Natural gas (Europe) USD/MMBtu 3.1 1.8 2.9 5.2
growth in % -49.8 -57.6 -25.1 5.1
Natural gas (Europe) index (in CZK) 2010=100 45.4 28.2 41.1 73.5
growth in % -48.4 -54.5 -26.8 1.7

Source: CNB, U. S. Energy Information Administration, World Bank. Calculations and forecast of the MoF.
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1.3 Fiscal Policy

We estimate that the general government sector ended
2020 with a deficit of 5.8% of GDP (versus 6.4% of GDP),
mainly because of the result of the state budget, which
bore the brunt of the stabilising role of public finances.
Local governments and health insurance companies, on
the other hand, appear to have posted a surplus again.
From the perspective of the structural balance, expan-
sionary fiscal policy resulted in a deficit estimated at
2.0% of GDP (versus 2.7% of GDP). Figures on the per-
formance of the general government sector using accru-
al methodology are currently available only for the first
three quarters of the year, for which a deficit of
CZK 195.4 billion was reported. However, it is the final
quarter that plays heavily on the full-year balance, and
its typical volatility was exacerbated last year by the un-
abating epidemic. The cash receipts of the state budget,
state funds, local budgets and health insurance compa-
nies were also used to estimate the full-year result.

Using the national cash methodology, the state budget
ended 2020 with a deficit of CZK 367.4 billion, which is
CZK 338.9 worse than in 2019. The planned deficit, in-
creased by three amendments to the State Budget Act to
as much as CZK 500 billion, was higher than the actual
outcome by CZK 132.6 billion. The overall budget per-
formance was characterised by a sharp drop in tax reve-
nues as a result of measures taken to combat the
COVID-19 epidemic and an increase in expenditure
aimed at helping households, companies and other parts
of public budgets. EU funds and financial mechanisms
had little impact on the state budget balance. Spending
exceeded the revenues paid out by the EU and financial
mechanisms only by CZK 3.8 billion, which proves that
the state is capable of recouping pre-financed resources
for its budget. Adjusted for these transactions on both
the revenue and expenditure side, the budget ended up
with a deficit of CZK 363.7 billion. In contrast, local gov-
ernments reported a cash-based surplus of CZK 31 billion
at the end of November 2020. This was just CZK 10 bil-
lion less year-on-year. Over the same period, health in-
surance companies posted a CZK 7.8 billion worse result
year-on-year, but still made a surplus of CZK 5.5 billion.

The revenue side suffered a decline or loss in tax reve-
nue momentum on account of the deep economic reces-
sion. Tax revenues, including social security contribu-
tions, fell by an estimated 2%. The largest decline in this
respect was evident in corporate income tax revenue
(-17.8%). On the other hand, we estimate that personal
income tax, partly thanks to action to stabilise employ-
ment, reported year-on-year growth by 3.9%. The same
macroeconomic factors, together with an increase in
state budget payments for state-insured persons by
CZK 25.4 billion and an emergency waiver of the mini-
mum advance payments on social and health insurance
for self-employed persons (CZK 14.3 billion), along with
a waiver of social security contributions and the state

employment policy contribution paid by employers
(CZK 13.3 billion), had a bearing on the momentum of
social security contributions (0.4%).

Considering the developments projected in nominal
household consumption and the relevant part of general
government expenditure, we estimate that there was
a 1.2% YoY decline in value added tax revenues. Receipts
are further stifled by lower tax rates on heat and cooling
as of January 2020 and on other services and goods as of
May and July. Excise duties (excluding renewable energy
subsidies) fell by 2.6% according to the latest estimate.
Duty on mineral oils was evidently affected by lower die-
sel and petrol consumption due to a significant drop in
transport operations, as well as by expected higher re-
bate for “green diesel”. Duties on manufactured tobacco
were affected considerably by the curtailment of cross-
border purchases and tourism. By contrast, changes in
rates on tobacco products, alcohol and the taxation of
heated tobacco are expected to generate total of
CZK 10.7 billion. However, this positive impact on reve-
nue should be offset by the abolition of the tax on the
acquisition of immovable property, with a projected im-
pact of CZK 13.8 billion.

Growth momentum of general government final con-
sumption likely remained strong at of 6.6%, consistent
(among other things) with its average growth over the
first three quarters of 2020. Of its individual compo-
nents, we estimate that the fastest growth was in the
compensation of employees (8.2%), with the salaries of
education workers increasing by 10%. In addition, the
pandemic pushed up the outlay on the remuneration of
workers in health care, social services and the security
forces. The estimated 7.6% growth of social transfers in
kind reflects the increase in health care expenditure. In-
termediate consumption expenditure is likely to have
dipped 0.4%, as was evident back in Q2 and Q3 2020.
Higher real consumption in the health sector (expendi-
ture on medical supplies, protective equipment, tests
and vaccines), together with higher year-on-year infla-
tion, appears to have been outweighed by lower inter-
mediate consumption in areas such as transport and
public universities.

There was a significant increase in cash social benefits in
2020. Besides economic developments, this reflected
measures approved in the area of pension benefits (in-
cluding a one-off contribution to pensioners totalling
CZK 15 billion) and state social support (an increase in
the parental allowance aggregating CZK 14.1 billion). The
CZK 25.4 billion increase in the state budget’s payments
for state-insured individuals was also reflected here, mir-
roring social security contributions on the revenue side.
In addition, cash social benefits were estimated to have
been swelled by CZK 12.8 billion as a result of the carer’s
allowance for persons looking after children while
schools, day care centres and similar facilities were



closed during the coronavirus epidemic, and which was
also payable in cases where families were ordered to
quarantine.

Capital expenditure had reported double-digit growth in
the previous three years, but its momentum may have
slowed down to 5.7% in 2020. It is estimated that more
than 80% of investments were financed from national
sources (including the Czech financing of European pro-
jects).

The current estimate anticipates an almost 46% rise in
subsidies, comprising resources to support various
groups of economic entities affected by the coronavirus
pandemic and measures taken to prevent its spread. For
the most part, this funding covers wage compensation in
cases where quarantine measures or other measures re-
lated to COVID-19 infection prevented employees from
working or employers from operating (regimes A/A Plus
and B of the Antivirus Programme), and is estimated to
amount to CZK -27.3 billion.

Other measures are reflected in transfers that are higher
by more than 47%, primarily the “compensation bonus”
paid to eligible self-employed persons, small private lim-
ited companies, and employees working on the basis of
an “agreement on work activity” or an “agreement on
the performance of work”, with a total projected accrual-
based impact of CZK -28.7 billion in 2020. The 2020 es-
timate anticipates an accrual-based impact of approxi-
mately CZK -19 billion in connection with the introduc-
tion of the concept of loss carryback, which may be used
both by individuals and by legal entities.

In 2021, the general government sector is expected to
run a deficit amounting to 6.6% of GDP. From the per-
spective of the structural balance, the deficit should
deepen by almost four percentage points.

General government revenues are heavily influenced by
the adoption of the tax package. Personal income tax
revenue should fall by a third year-on-year as a result of
a change in the effective tax rate. The economic recovery
is expected to push up corporate income tax revenue
slightly, although measures such as the flat-rate meal al-
lowance, the tax exemption for government bond yields
and accelerated depreciation will slow the momentum of
such proceeds. Value added tax revenues are expected
to grow at a rate of more than 4%. This can be attributed

to the growth of VAT’s macroeconomic base, i.e. an
overall rise in household consumption, general govern-
ment intermediate consumption and general govern-
ment investment, by more than 5%. Excise duties (reve-
nue growth of 6%) should also benefit from renewed
economic activity, the easing of restrictions, and a hike in
the tax on tobacco products. On the other hand, a reduc-
tion in diesel tax should essentially cancel out some of
these effects. The 7% growth momentum of social secu-
rity contributions is primarily the result of an increase in
payments for the state-insured persons from the state
budget, which should grow by approximately
CZK 28 billion year-on-year.

We predict that government final consumption will be
less than 5% higher. This is guided by the very similar dy-
namics of the compensation of employees, social trans-
fers in kind, and intermediate consumption. The ap-
proved increase in salaries applies only to the education
sector (9% for teachers, 4.3% for non-teaching staff) and
to health care and social services (10%). The handling of
the epidemic, including vaccination, will also be reflected
in social transfers in kind. After a year-on-year decline
last year, we expect to see intermediate consumption
grow in response to the resumption of full activity by
public institutions. Intermediate consumption may addi-
tionally be affected by new EU recovery instruments.
This should also be a crucial factor for investments,
which we project to increase by around 12%. Invest-
ments should also be underpinned by centrally allocated
entitlements from 2020. The economic recovery, which
would generate growth in receipts from shared taxes,
could then encourage local governments to increase
their investment activity. Under the current forecast,
cash social benefits will increase by almost 6% due to the
relatively strong statutory indexation of pension bene-
fits, the growth of payments for state-insured persons
from the state budget and, last but not least, develop-
ments in the labour market.

The deficits of general government institutions, especial-
ly the state budget, were reflected in the amount of
debt. According to the current estimate, general gov-
ernment debt increased in 2020 by 8.1 pp to 38.3% of
GDP (versus 39.4% of GDP). We believe it will increase
further in 2021, rising to 43.3% of GDP.
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Graph 1.3.1: General Government Balance Graph 1.3.2: General Government Debt
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Table 1.3.1: Net Lending/Borrowing and Debt

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Estimate Forecast

General government balance % GDP -3.9 -1.3 2.1 -0.6 0.7 1.5 0.9 0.3 -5.8 -6.6
bill. cZK -159 -53 -90 -30 34 77 49 15 -327 -388

Cyclical balance % GDP -0.8 -1.3 -0.8 0.0 -0.1 0.9 1.2 1.4 -1.2 -0.5
Cyclically adjusted balance % GDP 3.1 0.0 -1.2 -0.6 0.8 0.7 -0.3 -1.1 -4.7 -6.1
One-off measures % GDP -1.9 -0.1 -0.5 -0.1 -0.1 0.0 -0.1 0.0 -2.6 -0.2
Structural balance % GDP -1.2 0.1 -0.7 -0.6 1.0 0.7 -0.2 -1.1 -2.0 -5.9
Fiscal effort 2 pp 1.2 1.3 -0.8 0.1 1.5 -0.3 -0.9 -0.9 -0.9 -3.9
Interest expenditure % GDP 1.4 1.3 1.3 1.1 0.9 0.7 0.7 0.7 0.8 0.8
Primary balance % GDP -2.5 0.0 -0.8 0.4 1.6 2.2 1.7 1.0 5.1 -5.8
Cyclically adjusted primary balance % GDP -1.7 1.3 0.0 0.4 1.8 1.4 0.4 -0.4 -3.9 -5.2
General government debt % GDP 44.2 44.4 41.9 39.7 36.6 34.2 32.1 30.2 38.3 43.3
bill.czki 1805 1840 1819 1836 1755 1750 1735 1738 2149 2543

Change in debt-to-GDP ratio pp 4.4 0.3 -2.6 -2.2 3.1 2.3 2.2 -1.8 8.1 5.0

Y One-off and temporary measures are such measures that have only a temporary impact on public budgets. Besides their temporary impact on
overall balance, these measures are usually of non-recurring nature and very often result from the events that are beyond the direct power of the
government.

2 Change in structural balance.

Source: CZSO. Calculations and forecast of the MoF.
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1.4 Monetary Policy, Financial Sector and Exchange Rates

1.4.1 Monetary Policy
In Q4 2020, the CNB kept the two-week repo rate at
0.25%. This was a response not only to the effects that
measures to combat the spread of the pandemic were
having on the domestic economy, but also to the eco-
nomic situation abroad.

In the fourth quarter, monetary conditions were eased
significantly in the interest rate component. Considering
the outlook for short-term interest rates and inflation,
real interest rates will remain supportive in 2021. The
exchange rate component will approach neutrality in the
coming quarters, with occasional deviations in both di-
rections. As such, monetary conditions have had — and
should continue to have — a pro-growth effect on the
economy that remains in a negative output gap.

1.4.2 Financial Sector and Interest Rates

The three-month PRIBOR averaged 0.3% (as forecast) in
Q4 2020 and 0.9% (as forecast) in 2020 as a whole. If
monetary policy is in line with our expectations, it
should average 0.4% (versus 0.3%) in Q1 2021, the same
as for 2021 as a whole (unchanged).

The yield to maturity on 10-year government bonds for
convergence purposes rose to 1.1% (versus 0.9%) on av-
erage in Q4 2020, reaching 1.1% (as forecast) in 2020 as
a whole. Taking into account the assumed monetary pol-
icy stance of the CNB and the ECB, developments in in-
flation, and the growing vyield curve, we believe that
long-term interest rates could average 1.2% (versus
0.9%) in this year.

In October and November 2020, year-on-year growth in
total loans to households accelerated to 6.4%, but this
was still slower than in recent years. Growth in consum-
er credit was slowing down in 2020 to 1.2% in Novem-
ber. The momentum of other loans, including loans to
self-employed persons, started growing gradually in Au-
gust 2020 and had climbed to 4.3% in November. The
growth in housing-related lending was picking up pace
from the beginning of the year, boosted by the CNB'’s re-
laxation of its recommendations on the management of
risks associated with the granting of retail loans secured
with residential property. Since June 2020, only the rec-
ommendation that the loan-to-value ratio does not ex-
ceed 90% has been active. The momentum of newly
granted residential mortgages (excluding refinancing)
increased during 2020. In November, these loans grew
by almost 40%. The average customer interest rate on
the total volume of loans to households fell from 3.6% in
January to 3.5% in November.

The year-on-year growth in total loans to non-financial
corporations, which slowed all the way down to 1.9 % in
October 2020 and 0.5% in November 2020, started to be

driven solely by loans repayable in more than five years
and by foreign-currency loans. The average customer
interest rate on the overall volume of loans to non-
financial corporations gradually fell over the year, going
down from 3.8% in January to 2.5% in November.

The non-performing loans ratio virtually stalled in
Q3 2020, standing at 1.6% among households and 3.2%
among non-financial corporations. Measures to combat
the spread of the coronavirus included a holiday on loan
repayments for households and non-financial corpora-
tions as of May 2020. By law, these deferrals may have
lasted for up to six months. In October, the option of de-
ferring repayments had been taken up for 13.8% of the
total volume of household loans and 16.6% of total loans
to non-financial corporations. As of November, banks
were no longer obliged to grant requests for repayment
deferrals. This was reflected in an increase in the non-
performing loans ratio, which in November was 1.7% for
households and 3.8% for non-financial corporations.

1.4.3 Exchange Rates

In Q4 2020, the exchange rate of the koruna to the euro
averaged CZK 26.7/EUR (versus CZK 26.2/EUR), tanta-
mount to 4.1% YoY depreciation. In 2020 as a whole, the
average exchange rate depreciated by 2.9% YoY to
CZK 26.4/EUR (versus CZK 26.3/EUR). The unexpected
depreciation of the koruna by 4.8% between the end of
August and mid-October probably reflected an increase
in global uncertainty surrounding the adverse course of
the coronavirus pandemic. This depreciation was almost
fully offset by the koruna’s rapid 4.6% appreciation in
November. The koruna’s exchange rate was thus highly
volatile in 2020, probably due to the wildly changing
sentiment in international financial markets.

In Q1 2021, we expect to see an enduring temporary
year-on-year depreciation of the koruna by 2.5% to
CZK 26.3/EUR. In the next quarter, the exchange rate
should return to a trajectory of gradual appreciation by
0.5% QoQ. For 2021, it should average CZK 26.1/EUR
(versus CZK 25.8/EUR). This gradual appreciation should
reflect fundamental factors (the positive interest rate
differential vis-a-vis the euro area, and the real conver-
gence of the Czech economy). Improvements in global
sentiment linked to the stabilisation of the epidemic sit-
uation could also contribute.

The trend expected in the exchange rate of the koruna to
the US dollar is implied by the USD/EUR exchange rate,
for which we made an assumption of stability at USD
1.22 per EUR (versus USD 1.18/EUR), i.e. the average of
the 10 days preceding the cut-off date for selected fore-
cast assumptions.
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Graph 1.4.2: Loans to Households
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Table 1.4.1: Interest Rates — yearly

average of period, unless stated otherwise

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Forecast
Repo 2W rate CNB (end of period) in%p.a. 0.05 0.05 0.05 0.05 0.05 0.50 1.75 2.00 0.25
Main refinancing rate ECB (end of period) in%p.a. 0.75 0.25 0.05 0.05 0.05 0.00 0.00 0.00 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.25 0.25 0.50 0.75 1.50 2.50 1.75 0.25
PRIBOR3M in %p.a. 1.00 0.46 0.36 0.31 0.29 041 1.23 2.12 0.86 0.4
YTM of 10Y government bonds in%p.a. 2.78 2.11 1.58 0.58 0.43 0.98 1.98 1.55 1.13 1.2
Client interest rates
Loans to households in%p.a. 6.47 6.05 5.59 5.15 4.65 4.10 3.76 3.66
Loans to non-financial corporations in % p.a. 3.72 3.20 3.01 2.78 2.59 2.57 3.05 3.75
Deposits of households in%p.a. 1.18 1.02 0.85 0.65 0.47 0.36 0.33 0.39
Deposits of non-financial corporations in %p.a. 0.56 0.41 0.29 0.19 0.10 0.05 0.11 0.37
Source: CNB, ECB, Fed. Calculations and forecast of the MoF.
Table 1.4.2: Interest Rates — quarterly
average of period, unless stated otherwise
2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Forecast Forecast Forecast Forecast
Repo 2W rate CNB (end of period) in%p.a. 1.00 0.25 0.25 0.25
Main refinancing rate ECB (end of period) in%p.a. 0.00 0.00 0.00 0.00
Federal funds rate (end of period) in%p.a. 0.25 0.25 0.25 0.25
PRIBOR3M in%p.a. 2.15 0.59 0.34 0.35 0.4 0.4 0.4 0.5
YTM of 10Y government bonds in%p.a. 1.46 1.02 0.93 1.11 1.2 1.2 1.2 1.2
Client interest rates
Loans to households in%p.a. 3.62 3.53 3.50
Loans to non-financial corporations in % p.a. 3.76 2.97 2.55
Deposits of households in % p.a. 0.44 0.38 0.30
Deposits of non-financial corporations in %p.a. 0.43 0.22 0.08

Source: CNB, ECB, Fed. Calculations and forecast of the MoF.
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Table 1.4.3: Loans and Deposits — yearly averages

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Households
Loans growth in % 8.9 6.6 5.0 4.0 3.4 4.8 7.2 7.8 7.6 6.6
For consumption growth in % 7.3 42 10 01 09 3.4 6.0 4.3 5.4 6.4
For house purchase growth in % 8.9 6.5 6.4 5.5 4.5 5.6 8.1 9.0 8.5 7.4
Other lending growthin%! 116  11.1 6.0 1.2 2.9 1.0 3.0 4.2 4.3 1.1
CZK denominated growth in % 8.8 6.6 4.9 4.0 3.4 4.7 7.2 7.7 7.6 6.6
FX denominated growthin %! 31.0 24 308 -1.3 0.0 127 85 363 1.7 9.0
Deposits growth in % 5.1 5.0 4.5 3.3 2.9 4.8 7.0 8.7 7.0 7.2
CZK denominated growth in % 5.6 5.4 4.7 3.3 2.7 4.1 6.9 9.7 7.1 6.9
FX denominated growthin%! 6.8 40  -2.1 2.3 8.5 225 7.3  -13.9 35 152
Non-performing loans (banking statistics) share, in % 4.8 5.3 5.2 5.2 4.9 4.5 3.6 2.7 2.4 1.9
Loans to deposits ratio in % 61 62 63 63 63 63 63 63 63 63
Non-financial corporations
Loans growth in % -5.2 4.7 3.5 1.3 1.9 6.5 6.6 5.0 4.2 4.3
CZK denominated growth in % -5.2 4.9 2.6 0.3 -1.0 5.9 2.8 -1.4 3.0 1.9
FX denominated growth in % 5.4 3.7 7.8 5.7 13.7 9.0 20.5 24.4 6.9 10.0
Deposits growth in % 5.5 0.4 8.9 4.9 7.6 10.3 4.6 7.8 3.0 4.2
CZK denominated growth in % 6.9 2.0 8.2 4.2 5.6 6.7 4.5 13.9 2.1 1.9
FX denominated growth in % 0.2 -6.1 11.8 8.0 15.2 23.2 4.8 -11.1 6.6 13.0
Non-performingloans (banking statistics) share, in % 8.6 8.5 7.8 7.4 7.0 6.0 5.2 4.7 3.7 3.4
Loans to deposits ratio in % 121 126 120 116 110 106 108 105 106 106
Note: All indicators, except for the share of non-performing loans, are from the monetary statistics.
Source: CNB, ECB. Calculations of the MoF.
Table 1.4.4: Loans and Deposits — quarterly averages
2018 2019 2020
Q4 Q1 Q2 Q3 Q4 Ql Q2 Q3
Households
Loans growth in % 7.7 7.2 6.8 6.4 6.0 6.3 6.1 6.2
For consumption growth in % 6.5 6.0 6.1 6.4 7.0 7.6 5.2 3.6
For house purchase growth in % 8.5 8.0 7.6 7.2 6.7 6.9 7.1 7.3
Other lending growth in % 3.7 2.7 2.1 0.4 -0.7 -0.4 -0.7 1.1
CZK denominated growth in % 7.7 7.2 6.8 6.4 6.0 6.3 6.1 6.2
FX denominated growth in % 10.9 23.2 13.3 0.6 0.9 2.7 4.9 7.4
Deposits growth in % 7.7 7.6 7.3 7.1 6.7 6.9 9.1 10.1
CZK denominated growth in % 7.7 7.5 7.0 6.7 6.3 6.4 8.9 10.1
FX denominated growth in % 7.5 11.3 13.6 18.2 17.4 21.0 14.7 9.0
Non-performing loans (banking statistics) share, in % 2.2 2.0 1.9 1.8 1.7 1.7 1.7 1.6
Loans to deposits ratio in % 64 63 63 63 63 63 61 61
Non-financial corporations
Loans growth in % 7.0 6.1 5.0 3.4 3.0 3.6 5.7 2.6
CZK denominated growth in % 3.6 3.7 2.4 1.2 0.4 -0.5 -1.6 -2.5
FX denominated growth in % 15.3 12.1 11.1 8.4 8.7 12.7 21.8 13.4
Deposits growth in % 3.1 2.9 3.9 5.4 4.5 6.9 8.2 10.0
CZK denominated growth in % 1.8 1.1 0.6 3.3 2.5 5.0 9.7 10.4
FX denominated growth in % 8.3 9.7 16.9 13.2 12.2 13.9 2.8 8.7
Non-performing loans (banking statistics) share, in % 3.5 3.7 3.5 3.4 3.2 3.1 3.2 3.2
Loans to deposits ratio in % 108 107 105 107 107 103 103 100

Note: All indicators, except for the share of non-performing loans, are from the monetary statistics.
Source: CNB, ECB. Calculations of the MoF.
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Table 1.4.5: Exchange Rates — yearly

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
Nominal exchange rates
CZK / EUR averagei 27.53 27.28 27.03 26.33 25.65 25.67 26.44 26.1 25.6 25.1
appreciation in % -5.7 0.9 0.9 2.7 2.7 -0.1 -2.9 1.3 1.9 1.9
CZK / USD averagei 20.75 24.60 24.43 23.39 21.74 2294 23.19 21.4 21.0 20.6
appreciation in % 5.7 -15.7 0.7 4.5 7.6 -5.2 -1.1 8.6 1.9 1.9
NEER averageof 2015=100f 100.8 100.0 102.4 1054 109.3 108.9 109.0 109 111 113
appreciation in % 5.2 -0.8 2.4 2.9 3.7 -0.3 0.1 8.6 1.9 1.9
Real exchange rate to EA19 2 average of 2015=100 99.5 100.0 101.1 104.0 108.1 110.3 109 111 114 117
appreciation in % -4.1 0.5 1.1 2.9 3.9 2.0 -0.8 1.7 2.3 2.6
REER? averageof 2015=100{ 100.9 100.0 102.6 106.6 111.1 111.5
appreciation in % -5.2 -0.9 2.6 3.9 4.3 0.3
Y Deflated by GDP deflators.
2 Eurostat calculations, deflated by CPI, versus 42 countries.
Source: CNB, Eurostat. Calculations and forecast of the MoF.
Table 1.4.6: Exchange Rates — quarterly
2020 2021
Qi Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Nominal exchange rates
CZK / EUR average 25.63 27.05 26.46 26.66 26.3 26.2 26.1 259
appreciation in % 0.2 5.1 2.7 -4.1 -2.5 3.4 1.6 2.8
CZK / USD average 23.25 24.55 22.64 22.36 21.5 21.4 21.3 21.2
appreciation in % -2.7 -6.9 2.3 3.3 8.1 14.7 6.3 5.5
NEER average of 2015=100 109.2 104.2 107.4 106.8 109 109 110 110
appreciation in % 0.4 -4.2 -1.3 -2.2 -0.7 4.6 2.0 3.1
Real exchange rate to EA19 R average of 2015=100 111.8 106.3 110.8 109 110 110 113 112
appreciation in % 1.9 3.4 0.4 -2.0 -1.6 3.7 1.8 3.0
REER? average of 2015=100 114.0 109.1 113.5
appreciation in % 2.0 -1.8 1.9

Y Deflated by GDP deflators.
2 Eurostat calculations, deflated by CPI, versus 42 countries.
Source: CNB, Eurostat. Calculations and forecast of the MoF.

1.5 Structural Policies

In Q4 2020 the Czech Republic was hit hard by another
wave of the COVID-19 epidemic. In response, a state of
emergency was declared as of 5 October, allowing the
government to take the measures necessary to minimise
the risk of spreading the disease.

Decisive fiscal stimuli were introduced to mitigate the
macroeconomic and social impacts of these measures
and to support the subsequent recovery. These stimuli
encompassed both the revenue side (e.g. waiver of min-
imum advance payments on health and social insurance
for self-employed persons, waiver of social security con-
tributions for certain employers) and the expenditure
side (schemes to support self-employed persons and
companies, compensation of payroll costs under Antivi-
rus programmes, support for health care and social ser-
vices, etc.) of public budgets. They are listed in detail in
the Fiscal Outlook of the CR from January 2021. Esti-
mates of the macroeconomic impacts are presented in
section 5.

In 2021, the economy will receive a major stimulus from
changes in the personal income tax. Narrowing of the
tax base to the gross wage excluding social security con-
tributions paid by the employer, accompanied by an in-
crease in the basic personal tax credit, will reduce gen-
eral government revenues by approx. CZK 99 billion in
favour of households (for more details on the impact on
private consumption, see section 5.2). Another measure
that should improve the economic situation of low-
income families with children is the planned increase in
child allowance and the widening of the group entitled
to receive this benefit.

In order to improve the epidemic (and consequently
economic) situation in the long run, a substantial part of
the Czech population needs to be vaccinated. This pro-
cess began at the end of December 2020, when the first
doses of the vaccine arrived in the Czech Republic. Ac-
cording to the updated version of the COVID-19 Vaccina-
tion Strategy drawn up by the Ministry of Health, if de-
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liveries are made as promised and if timely approval is
issued for vaccines made by other manufacturers, there
should be enough vaccines to inoculate almost four mil-
lion people (37% of the population) by the end of
Q2 2021 and about seven million people (66% of the
population) by the end of the third quarter. This should

1.6 Demographic Trends

The secularly steady and moderate population growth in
the Czech Republic slowed down significantly in 2020. At
the end of September 2020, 10.708 million people were
living in the Czech Republic. The number of inhabitants
went up by 25,000 Yoy, i.e. by 0.2 %, but by just 13,900
people in the period from January to September 2020.
This was roughly two fifths of the increase in the same
period in 2019. Over the forecast horizon, we can expect
just a creeping increase in the population roughly in line
with the central variant of the Population Projection of
the CZSO.

The difference between the number of births and
deaths led to a decline in the population by 1,700 per-
sons. The number of live births (83,300) fell slightly year
on year, while the number of deaths (85,000) was rough-
ly at the same level as in the previous year.

However, this situation changed dramatically in Q4 2020
when another wave of COVID-19 struck. According to an
estimate based on the CZSQO’s preliminary weekly data,
about 16,000 more people died in this period compared
to the 2015-2019 average. In Q4 2020, the Institute of
Health Information and Statistics reported more than
11,000 people dying with COVID-19 (92% of whom were
over 65 years of age), the remaining 5,000 deaths were
likely due to reduced medical care for patients without
COVID-19 (see Graph 1.6.4). The increased mortality is
likely to continue in 2021.

The epidemic also had a big impact on the migration
balance in the period from January to September. The
positive migration balance came to just 15,600 persons,
a reduction by half year on year. There was both a de-
crease in the number of immigrants and an increase in
emigration. A discernibly positive migration balance was

Graph 1.6.1: Age Groups
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make a significant contribution to the resumption of
normal economic and social life.

The Government Regulation on the Minimum Wage
took effect on 1 January 2021. It increased the minimum
wage by 4.1% YoY to CZK 15,200 per month. The levels of
the guaranteed wage were increased along similar lines.

recorded only with Ukrainians (11,600), much less so
with Slovaks and Russians. In contrast, a small-scale neg-
ative net migration rate was recorded among citizens of
the United Kingdom, Poland and Germany. It is likely
that the intensity and directions of migration flows will
continue to be influenced by the pandemic and the eco-
nomic environment.

Population ageing was reflected in a year-on-year rise in
the number of seniors (65+) by more than 30,000 per-
sons in Q3 2020 (according to the Labour Force Survey).
The high number of females born in the late 1970s and
in the 1980s and the gradually rising fertility rate result-
ed in an increase in the number of young persons up to
19 years by 19,000.

On the other hand, the population aged 20-64 fell by
18,000. The decline was concentrated on the 20—44 age
group, where the number of people went down by
51,000. In contrast, there was a marked increase in the
population aged 44-59 by 33,000. A high employment
and participation rate can be found among people of this
age, which has helped to alleviate the impacts of the
population ageing on the supply side of the labour mar-
ket. The number of inhabitants aged 20-64 should grad-
ually go down by approximately 0.6% annually over the
forecast horizon.

At the end of September 2020, there were 2.404 million
old-age pensioners (22.6% of the Czech population) in
the pension system. Extensions to the statutory retire-
ment age, combined with demographic developments,
led to a decrease in the number of old-age pensioners by
5,900, i.e. by 0.2%, at the end of September 2020. How
this number develops will depend, in the near future, on
how the COVID-19 epidemic is managed.

Graph 1.6.2: Life Expectancy at Birth
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Graph 1.6.3: Old-Age Pensioners
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Graph 1.6.4: Number of Deaths in 2020
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Source: CZSO, Institute of Health Information and Statistics. Calcula-
tions of the MoF.

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
Population (as of 1 January) thous. persons{ 10512 10538 10554 10579 10610 10650 10694 10702 10712 10729
growth in % 0.0 0.2 0.1 0.2 0.3 0.4 0.4 0.1 0.1 0.2
0-19 years thous.persons 2057 2064 2082 2106 2133 2160 2188 2210 2228 2244
growth in % -0.6 0.3 0.9 1.2 1.3 1.3 1.3 1.0 0.9 0.7
20-64 years thous.personsi 6630 6594 6540 6484 6437 6403 6374 6329 6289 6257
growth in % -0.7 -0.5 -0.8 -0.9 -0.7 -0.5 -0.4 -0.7 -0.6 -0.5
65 and more years thous.persons{ 1826 1880 1932 1989 2040 2087 2132 2163 2194 2229
growth in % 33 3.0 2.8 2.9 2.6 2.3 2.2 1.5 1.4 1.6
Old-age pensioners (asof 1 January) ' thous.persons} 2340 2355 2377 2395 2403 2410 2415 2401 2390 2383
growth in % 0.0 0.6 0.9 0.8 0.3 0.3 0.2 -0.6 -0.5 -0.3
Old-age dependency ratios (as of 1 January)
Demographic 2 % 27.5 28.5 29.5 30.7 31.7 32.6 33.4 34.2 349 35.6
Under current legislation % 38.8 39.3 39.8 40.1 40.4 40.4 40.5 40.3 40.1 40.0
Effective ¥ % 47.2 46.9 46.8 46.2 45.7 45.2 45.5 45.8 45.6 455
Fertility rate children{ 1,528 1.570 1.630 1.687 1.708 1.715 1.70 1.70 1.70 1.70
Population increase thous. persons 26 16 25 31 40 a4 8 10 17 15
Natural increase thous. persons 4 0 5 3 1 0 -18 -16 -9 -11
Live births thous. persons 110 111 113 114 114 112 109 107 105 103
Deaths thous. persons 106 111 108 111 113 112 127 123 114 114
Net migration thous. persons 22 16 20 28 39 44 26 26 26 26
Immigration thous. persons 42 35 38 46 58 67
Emigration thous. persons 20 19 17 18 20 21

Y In 2010 disability pensions of pensioners over 64 were transferred into old-age pensions.

2 Demographic dependency: ratio of people in senior ages (65 and more) to people in productive age (20—64).

3 Dependency under current legislation: ratio of people above the official retirement age to the people over 19 below the official retirement age.
4 Effective dependency: ratio of old-age pensioners to working people (LFS methodology).

Source: Czech Social Security Administration, CZSO. Calculations and forecast of the MoF.
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2 Economic Cycle

2.1 Position within the Economic Cycle

In 2020 the Czech economy plunged into a deeply nega-
tive output gap as a result of measures to quell the
COVID-19 epidemic. In Q2 2020, real gross value added
lagged behind its potential by more than 8%. This was by
far the largest difference in the history of the independ-
ent Czech economy. The rapid economic recovery in the
third quarter reduced the negative gap to -2%, but the
onset of another wave of the epidemic in the fourth
quarter and in early 2021 saw it widen again to around
-4%. We estimate that the output gap for the whole of
2020 was below —-3%, which is comparable to the reces-
sions in 2009 and 2013. We expect the negative output
gap to narrow in the period ahead. However, the in-
creased uncertainty of results at a time of extreme vola-
tility in economic output means that these estimates
need to be treated with a high degree of caution.

The economic downturn highlighted the tendency to-
wards a slowdown in the growth of potential output.
According to the current estimate, it increased by less
than 1% in 2020. After the recession has ended, poten-
tial output growth should gradually accelerate to roughly
1.6 % in 2023.

From the perspective of components (Graph 2.1.2), po-
tential growth is determined by the trend part of total
factor productivity. Its contribution could have reached
0.7 pp in 2020.

Graph 2.1.1: Output Gap
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Labour supply is affected by population ageing (see sec-
tion 1.6). This is reflected, in part, in the long-term de-
cline in the working-age population (20-64 years). In
2020, this probably shaved 0.2 pp off the growth of po-
tential output, and a similar value can be expected in the
coming period.

The negative impact of demographic trends on the la-
bour supply have long been cushioned by dynamic in-
creases in the participation rate, which swelled the size
of the labour force in the economy. However, the year-
on-year growth in participation has subsided since 2019,
and the rate of economic activity actually declined at the
beginning of 2020. Despite the measures taken to pro-
tect the labour market, the economic uncertainty prob-
ably intensified this trend temporarily. The participation
rate’s contribution to the growth of potential output in
2020 was thus estimated at —0.1 pp.

In the Czech Republic, we are witnessing a steady long-
term decline in the number of hours usually worked.
This factor has further hampered potential output
growth.

The decline in gross fixed capital formation in 2020 has
slowed down increases in capital stock in the Czech
economy. Capital stock contributed 0.7 pp to the in-
crease in potential last year and it is likely that this con-
tribution will contract in the period ahead.

Graph 2.1.2: Potential Output
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Graph 2.1.3: Capacity Utilisation in Industry
smoothed by Hodrick-Prescott filter, in %
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Table 2.1.1: Output Gap and Potential Product
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
Output gap % 2.4 0.0 -0.4 2.4 3.4 3.9 -3.2 -1.6 0.2 0.8
Potential product U growth in % 1.6 2.5 2.7 2.5 2.3 1.6 0.9 1.3 1.6 1.6

Contributions

Trend total factor productivity pp 1.3 1.7

2.0 1.9 1.5 1.0 0.7 0.8 1.0 1.1

Fixed assets pp 0.5 0.7 0.6 0.5 0.7 0.8 0.7 0.5 0.5 0.6
Population 20-64 yers pp -0.4 -0.3 -0.5 -0.5 -0.4 -0.3 -0.2 -0.3 -0.3 -0.2
Participationrate pp 0.4 0.5 0.8 0.7 0.7 0.2 0.1 0.4 0.4 0.2
Usually worked hours pp 0.1 -0.1 0.1 -0.2 0.1 -0.1 0.1 0.0 0.0 0.0

Y Based on gross value added.
Source: CZSO. Calculations of the MoF.

2.2 Business Cycle Indicators

In 2020, the economic impact of restrictive measures to
prevent the spread of coronavirus hit the confidence of
economic entities very hard.

Developments in confidence indicators in Q4 2020 sig-
nalled that the year-on-year revival of gross value added
in industry and trade and services had stalled. By con-
trast, the construction confidence indicator improved on
the previous period. Nevertheless, the correlation be-
tween the trends in confidence and gross value added in
construction is very low.

The composite indicator of goods exports, compiled by
the Ministry of Finance from questions used in the Czech
Statistical Office’s business cycle survey and from busi-
ness confidence in Germany, continued to surge, indicat-
ing that exports more or less stagnated year on year in
Q4 2020.

The Czech Statistical Office’s consumer confidence indi-
cator fell in Q4 2020. Bearing in mind the level of confi-
dence, its evolution suggests that the momentum of
household final consumption expenditure will stabilise in
the first half of 2021 (the confidence indicator has a lead

of 1-2 quarters). The consumer confidence indicator,
compiled by the Ministry of Finance from questions used
in the European Commission’s consumer survey, contin-
ued to decline. As a result, the two indicators were close
to each other in Q4 2020. The decline in consumer con-
fidence stemmed from a greater preference for savings
and, above all, from the much worse assessment of the
economic situation.

With the above components reporting a decline, the
composite confidence indicator signals a slight deepen-
ing of the year-on-year fall in gross value added in
Q4 2020.

The composite leading indicator points to a significant
closing of the negative output gap in Q4 2020 and early
2021. Taking into account the second wave of restrictive
measures which were imposed at the end of 2020 and
have remained in place at the beginning of this year, we
view information from the composite leading indicator
from a qualitative perspective and believe that the out-
put gap will remain deeply negative in Q1 2021.
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Graph 2.2.1: Confidence and GVA in Industry
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Graph 2.2.3: Confidence and GVA in Trade and Services
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Graph 2.2.5: Consumer Confidence and Consumption
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Graph 2.2.7: Composite Confidence Indicator and GVA
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Graph 2.2.2: Confidence and GVA in Construction
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Graph 2.2.4: Composite Export Indicator
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Graph 2.2.6: Decomposition of Consumer Sentiment
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Graph 2.2.8: Composite Leading Indicator
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3 Forecast of Macroeconomic Developments in the CR

3.1 Economic Output

3.1.1 GDP in the Third Quarter of 2020

Economic output, measured by real GDP, slumped by
5.3% YoY (versus 7.8%) in Q3 2020. After the easing of
anti-epidemic measures, the seasonally adjusted GDP
increased by 6.9% QoQ (versus 4.2%), mainly thanks to
manufacturing and trade, transportation, accommoda-
tion and food service activities. The Czech Statistical Of-
fice revised the year-on-year decline in GDP in Q2 2020
by 0.2 pp (in the direction of smaller decrease). The fall
in gross capital formation was much smaller, but house-
hold final consumption expenditure was revised down-
wards. There were no substantial changes in other ex-
penditure items.

The year-on-year decline in real GDP can be attributed to
a fall in domestic demand, which was dampened by the
recovery in foreign demand.

Household consumption slumped year on year in the
face of pessimistic expectations and falling real earnings.
In relative terms, expenditure on semi-durables and ser-
vices was hit hardest. Spending on non-durables and du-
rables more or less stagnated. In real terms, household
final consumption expenditure decreased by 3.9% (ver-
sus 6.5%). General government consumption went up by
0.4% (versus 4.2%), mainly on account of the momen-
tum exhibited by employment and social benefits in
kind.

Gross fixed capital formation plunged by 11.5% (versus
10.2%). All investment components, including housing
and non-residential buildings, contributed to the decline.
With the change in inventories making a highly negative
contribution, gross capital formation decreased by more
than investment in fixed capital, i.e. by 16.4% (versus
16.3%).

Exports of goods essentially stalled year on year in the
third quarter. This is because a significant decrease in
export markets was offset by a strong increase in export
performance (see section 3.4). On the other hand, ex-
ports of services were down by around 20% Yoy, as in
the second quarter. In total, exports of goods and ser-
vices fell by 3.6% (versus 13.5%) in Q3 2020. Following
the slackening of exports and investment demand, im-
ports of goods and services were down by 5.8% (versus
13.2%). Like on the export side, imports of services fared
much worse, falling by 26.5% YoY.

With export and import prices declining, terms of trade
improved by 2.2% (versus 1.0%). Thus, real gross domes-
tic income was down by 3.9% YoY (versus 7.2%).

Gross operating surplus rose by 0.9% (versus 3.6%),
compensation of employees was up by 0.3% (versus

a2.7% decrease), and net taxes on production were
lower by 10.3% YoY (versus 14.3%). As a result, nominal
GDP posted a 1.4% decrease (versus 4.3%).

3.1.2 GDP estimate for 2020 and Forecast for 2021

In response to the worsening of the epidemic situation,
restrictive measures were tightened again in Q4 2020. As
in the spring, services and retail trade were affected the
most, which corresponded with the decrease in overall
confidence of economic entities. Despite this, industrial
output and external trade was returning to pre-crisis
levels. Thus, real GDP may have gone down by 1.5% QoQ
(versus 2.5%), which would translate into a year-on-year
decline by 6.5% (versus 5.6%). Therefore, the economy
could have contracted by 6.1% (versus 6.6%) in 2020 as
a whole.

This year, GDP could grow by 3.1% (versus 3.9%). The
forecast is based on the assumption that significant and
prolonged easing of restrictive measures will take place
in Q2 2021 at the earliest. As larger swathes of society
are vaccinated, the restrictions in the second half of the
year should not be macroeconomically significant. Nor
does the forecast anticipate that the coronavirus pan-
demic will have a long-term effect on the global supply
chain.

Household final consumption expenditure in 2020 was
negatively affected by a decline in real income from la-
bour and business. However, a number of discretionary
social changes and measures to support the economy
had a positive effect. As a result, real disposable income
growth appears to have only slowed to 1.5% (from 3.1%
in 2019). Nevertheless, consumption was stifled by the
increase in the savings rate, which, apart from prudential
reasons, reflected the limited ability of households to
engage in certain consumer spending over part of the
year. We estimate that the savings rate reached 18.0%,
which would be over 4.5 pp more than the previous high
recorded in 2009. Real household consumption could
have therefore fallen by 5.1% in 2020 (versus 5.0%).

In 2021, household consumption recovery is supported
by a reduction in the effective tax burden (see section 5)
and by an expected decline in the savings rate, which
will nevertheless remain high from the long-run perspec-
tive. Household consumption could therefore increase
by 3.3% (versus 2.2%).

We estimate that general government consumption in-
creased by 2.1% (versus 3.8%) in 2020. In 2021, it could
go up by 2.9% (unchanged). Key factors may include
growth in social benefits in kind, intermediate consump-
tion and employment in the public sector. On the
strength of an agreement reached in late 2019, health
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expenditure has already benefited from the partial de-
ployment of health insurance companies’ reserves,
which has primarily been reflected in the compensation
of employees. Additional healthcare spending is related
to the handling of the coronavirus pandemic. Despite
cuts at central bodies of state administration, an in-
crease in the numbers of workers in education and the
armed forces is envisaged. The momentum could also
benefit from increased expenditure on the purchase of
goods and services, with contributions from current EU
subsidies.

Gross fixed capital formation likely sagged by 8.2% (ver-
sus 7.5%) in 2020 under the weight of the global reces-
sion and the escalating uncertainty. However, monetary
conditions had a positive impact on the momentum of
investment activity. In 2021, this factor should be com-
pounded by renewed economic growth abroad and ac-
celerated depreciation of tangible assets, which should
increase private investment again. However, investment
revival in 2021 faces significant risks (see Forecast Risks
and Uncertainty). In the case of general government in-
vestments, we expect to see a rise in nationally sourced
capital expenditure. Government investment will also be

underpinned by the implementation of projects co-
financed by EU funds. Gross fixed capital formation
should therefore increase by 3.8% this year (versus
3.0%). The outlook for 2023 includes the purchase of
military helicopters from the US at a cost of CZK 17.5 bil-
lion, which will also be fully reflected in imports of
goods.

We estimate that inventories shrank in 2020 due to the
downturn in economic activity, but this decline should
not deepen in 2021. Consequently, total capital for-
mation may have fallen by 13.2% (versus 12.1%) in 2020;
we are predicting growth by 3.9% (versus 5.5%) in 2021.

Exports of goods and services probably decreased by
7.2% (versus 11.9%) in 2020 due to declining export
markets, though this was tempered by an increase in ex-
port performance (see section 3.4). The recovery of ex-
port markets and a slight increase in competitiveness
could result in export growth by 4.7% (versus 7.3%) in
2021. The dynamism of exports and import-intensive in-
vestment demand will be reflected in the pace of im-
ports of goods and services. As such, imports may have
fallen by 6.9% (versus 10.4%) in 2020, but this year they
should increase by 5.3% (versus 6.5%).
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Graph 3.1.7: Investment by Sector
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Graph 3.1.2: GDP by Type of Expenditure
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Graph 3.1.8: Investment Co-financing from EU Funds
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Table 3.1.1: Real GDP by Type of Expenditure — yearly

chained volumes, reference year 2015

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
Gross domestic product bill. czk 2015 4389 4625 4743 4988 5147 5267 4944 5095 5270 5382
growth in % 2.3 5.4 2.5 5.2 3.2 2.3 -6.1 3.1 3.4 2.1
growth in % 2.3 55 2.4 5.4 3.2 2.2 -6.1 3.0 3.4 2.3
Private consumption expenditure 2 bill.czk 2015 2100 2181 2264 2355 2438 2512 2385 2464 2535 2580
growth in % 1.4 3.9 3.8 4.0 3.5 3.0 5.1 3.3 2.9 1.8
Government consumption exp. bill. CZK 2015 860 875 897 913 948 969 989 1017 1038 1059
growth in % 1.0 1.8 2.5 1.8 3.8 2.2 2.1 2.9 2.0 2.0
Gross capital formation bill. czk2015F 1144 1294 1243 1323 1425 1447 1256 1305 1375 1443
growth in % 7.1 13.1 -4.0 6.5 7.7 1.6 -13.2 3.9 5.4 5.0
Gross fixed capital formation bill.czk 2015¢ 1119 1227 1190 1248 1374 1405 1290 1339 1384 1435
growth in % 3.3 9.7 -3.0 4.9 10.0 2.3 -8.2 3.8 3.4 3.6
Change in stocks and valuables bill. CZK 2015 26 67 53 75 51 42 -34 -34 -10 9
Exports of goods and services bill. czk 2015 3514 3726 3888 4168 4322 4379 4065 4254 4496 4676
growth in % 8.7 6.0 4.3 7.2 3.7 1.3 -7.2 4.7 5.7 4.0
Imports of goods and services bill. czk 2015 3230 3451 3549 3771 3989 4044 3763 3961 4189 4399
growth in % 10.0 6.8 2.8 6.3 5.8 1.4 -6.9 5.3 5.8 5.0
Gross domestic expenditure bill. czk 2015 4104 4351 4404 4592 4810 4928 4637 4792 4953 5087
growth in % 2.8 6.0 1.2 4.3 4.8 2.4 -5.9 3.4 3.4 2.7
Methodological discrepancy * bill. CZK 2015 1 0 0 -1 3 4 12 16 16 23
Real gross domestic income bill.czk 2015 4375 4625 4780 4988 5148 5286 5017 5166 5340 5465
growth in % 3.4 5.7 3.4 4.3 3.2 2.7 -5.1 3.0 3.4 2.3
Contributions to GDP growth *
Gross domestic expenditure pp 2.7 5.6 1.2 3.9 4.4 2.3 -5.6 3.1 3.1 2.5
Consumption pp 0.9 2.2 23 2.3 2.4 1.9 -2.0 2.2 1.8 1.3
Household expenditure pp 0.7 1.9 1.8 1.9 1.7 1.4 2.4 1.6 1.4 0.8
Government expenditure pp 0.2 0.3 0.5 0.3 0.7 0.4 0.4 0.6 0.4 0.4
Gross capital formation pp 1.8 3.4 -1.1 1.7 2.0 0.4 -3.6 1.0 1.3 1.3
Gross fixed capital formation pp 0.8 2.5 -0.8 1.2 2.5 0.6 2.2 1.0 0.9 0.9
Change in stocks pp 1.0 0.9 -0.3 0.5 -0.5 -0.2 -1.4 0.0 0.5 0.3
Foreign balance pp -0.4 -0.2 1.4 1.2 -1.2 0.0 -0.6 0.1 0.3 -0.4
External balance of goods pp 0.0 -1.0 1.0 0.9 -1.0 0.5 -0.4 0.0 0.3 -0.4
External balance ofservices pp -0.4 0.8 0.4 0.3 -0.2 -0.5 -0.2 0.0 0.0 0.0
Gross value added bill. czk2015¢ 3974 4165 4269 4491 4643 4745
growth in % 2.9 4.8 2.5 5.2 3.4 2.2
Net taxes and subsidies on products bill. CZK 2015 416 460 474 497 504 521

Y From working day adjusted data.

2 Including consumption of non-profit institutions serving households (NPISH).

3 Deterministic impact of using prices and structure of the previous year for calculation of y-o-y growth.

4 Calculated on the basis of prices and structure of the previous year with perfectly additive contributions.
Source: CZSO. Calculations and forecast of the MoF.



Table 3.1.2: Real GDP by Type of Expenditure — quarterly

chained volumes, reference year 2015

2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Gross domestic product bill. CZK 2015 1215 1185 1275 1268 1169 1286 1306 1333
growth in % -1.7 -10.7 5.3 -6.5 -3.8 8.5 2.4 5.1
growth in %V -1.9 -10.8 -5.0 -6.8 3.4 8.0 2.8 5.2
QoQin %" -3.3 -8.5 6.9 -1.5 0.2 2.3 1.8 0.8
Private consumption expenditure bill. CZK 2015 598 578 611 598 570 615 633 646
growth in % 0.0 -8.0 -3.9 -8.0 -4.8 6.4 3.6 8.1
Government consumption exp. bill. CZK 2015 235 242 239 273 241 251 246 279
growth in % 4.2 1.9 0.4 1.9 2.6 3.9 2.8 2.4
Gross capital formation bill. CZK 2015 282 321 333 319 264 357 349 335
growth in % -8.8 -8.2 -16.4 -18.0 -6.4 11.2 4.7 4.8
Gross fixed capital formation bill. CZK 2015 290 313 323 363 280 316 349 393
growth in % -3.9 -4.9 -11.5 -11.0 3.4 0.8 8.0 8.2
Change in stocks and valuables bill. CZK 2015 -7 8 10 -44 -16 41 -1 -58
Exports of goods and services bill. CZK 2015 1071 857 1027 1109 1040 973 1069 1172
growth in % -1.5 -23.3 -3.6 0.1 -2.9 13.6 4.1 5.6
Imports of goods and services bill. CZK 2015 973 818 935 1037 949 913 992 1107
growth in % -1.3 -18.4 -5.8 -2.5 -2.4 11.5 6.1 6.8
Gross domestic expenditure bill. CZK 2015 1118 1142 1183 1194 1078 1223 1227 1264
growth in % -1.5 -6.0 -6.9 -8.7 -3.5 7.1 3.7 5.9
Methodological discrepancy * bill. CZK 2015 0 6 0 5 3 3 2 8
Real gross domestic income bill. CZK 2015 1226 1204 1295 1293 1185 1308 1321 1351
growth in % -1.4 9.6 -3.9 -5.2 -3.3 8.7 2.1 4.5
Gross value added bill. CZK 2015 1108 1068 1148
growth in % -1.1 -10.8 -5.2
growth in % -1.4 -11.0 -4.9
QoQin % 2.4 9.4 7.3
Net taxes and subsidies on products bill. CZK 2015 106 117 127

Y From seasonally and working day adjusted data
2 Including consumption of non-profit institutions serving households (NPISH).

3 Deterministic impact of using prices and structure of the previous year for calculation of y-o-y growth.

Source: CZSO. Calculations and forecast of the MoF.
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Table 3.1.3: Nominal GDP by Type of Expenditure — yearly

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Estimate Forecast Outlook Outlook

Gross domestic product bil.czki 4346 4625 4797 5111 5410 5749 5613 5874 6177 6432

growth in % 4.9 6.4 3.7 6.5 5.8 6.3 2.4 4.7 5.2 4.1

Private consumption expenditure 1 bill.czki 2100 2181 2273 2420 2568 2720 2656 2787 2923 3031

growth in % 2.3 3.9 4.2 6.5 6.1 5.9 2.4 4.9 4.9 3.7

Government consumption exp. bill. CzK 840 875 910 959 1049 1134 1208 1265 1313 1362

growth in % 2.8 4.1 4.0 5.4 9.4 8.1 6.6 4.8 3.8 3.7

Gross capital formation bill.czkt 1130 1294 1248 1348 1472 1549 1378 1464 1570 1680

growth in % 9.1 14.5 -3.6 8.0 9.2 5.2 -11.0 6.2 7.3 7.0

Gross fixed capital formation bill.czki 1104 1227 1196 1273 1423 1509 1418 1503 1586 1677

growth in % 5.1 11.2 -2.5 6.4 11.7 6.0 -6.0 6.0 5.5 5.7

Change in stocks and valuables bill. CZK 26 67 52 74 49 40 -40 -39 -16 4

External balance bill. €ZK 275 275 366 384 321 346 372 359 371 359

Exports of goods and services bill.czki 3562 3726 3795 4039 4163 4277 3991 4142 4361 4540

growth in % 13.0 4.6 1.8 6.4 3.1 2.7 -6.7 3.8 5.3 4.1

Imports of goods and services bill. czki 3286 3451 3429 3654 3842 3931 3620 3783 3990 4182

growth in % 12.7 5.0 -0.7 6.6 5.1 2.3 -7.9 4.5 5.5 4.8

Gross national income bil.czki 4047 4308 4473 4821 5113 5402 5363 5515 5794 6024

growth in % 4.3 6.4 3.8 7.8 6.0 5.7 -0.7 2.8 5.1 4.0

Primary income balance bill. czK -298 -317 -324 -289 -297 -347 -250 -360 -384 -408
Y Including consumption of non-profit institutions serving households (NPISH).

Source: CZSO. Calculations and forecast of the MoF.
Table 3.1.4: Nominal GDP by Type of Expenditure — quarterly
2020 2021

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Estimate Forecast Forecast Forecast Forecast

Gross domestic product bill. czK 1353 1340 1450 1469 1329 1476 1505 1565

growth in % 1.9 -7.0 -1.4 2.7 -1.8 10.1 3.8 6.5

Private consumption expenditure * bill. CZK 664 644 681 667 640 697 715 735

growth in % 3.8 -5.0 -1.6 -6.2 -3.7 8.2 5.0 10.2

Government consumption exp. bill. CzK 278 289 294 347 290 306 307 362

growth in % 9.5 5.5 5.2 6.3 4.4 5.8 4.5 4.3

Gross capital formation bill. CZK 305 350 366 357 293 393 393 385

growth in % -6.4 -6.2 -14.4 -15.5 4.1 12.4 7.4 7.8

Gross fixed capital formation bill. CZK 314 343 357 404 310 354 394 446

growth in % -1.3 -2.8 9.4 -9.0 -1.2 3.0 10.3 10.5

Change in stocks and valuables bill. CZK -9 7 9 -47 -17 40 -1 -61

External balance bill. czK 106 58 109 98 107 80 90 83

Exports of goods and services bill. CZK 1038 852 1001 1100 1020 940 1036 1146

growth in % 2.4 -22.1 -3.8 2.1 -1.8 10.3 3.5 4.2

Imports of goods and services bill. CZK 932 794 891 1002 913 860 946 1064

growth in % -2.5 -18.7 -8.0 -2.5 -2.0 8.3 6.1 6.1

Y Including consumption of non-profit institutions serving households (NPISH).
Source: CZSO. Calculations and forecast of the MoF.



Table 3.1.5: GDP by Type of Income - yearly

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
GDP bill.czki 4346 4625 4797 5111 5410 5749 5613 5874 6177 6432
growth in % 4.9 6.4 3.7 6.5 5.8 6.3 2.4 4.7 5.2 4.1
Balance of taxes and subsidies bill. czK 384 434 454 493 504 534 453 514 555 586
% of GDP 8.8 9.4 9.5 9.7 9.3 9.3 8.1 8.8 9.0 9.1
growth in % -4.3 13.0 4.8 8.6 2.2 59 -15.1 13.4 7.9 5.6
Taxes on production and imports bill. czK 521 570 595 635 656 697
growth in % -1.2 9.6 4.4 6.6 3.3 6.2
Subsidies on production bill. cZK 137 137 141 142 152 163
growth in % 8.5 0.1 3.2 0.4 7.2 7.5
Compensation of employees bill.czki 1800 1891 2003 2185 2399 2562 2583 2605 2670 2747
(domestic concept) %ofGDP{ 41.4 409 417 42.8 443 446 460 443 432 427
growth in % 3.7 5.1 5.9 9.1 9.8 6.8 0.8 0.8 2.5 2.9
Wages and salaries bill.czki 1386 1455 1538 1680 1842 1965 1970 1994 2046 2106
growth in % 3.9 5.0 5.7 9.2 9.6 6.7 0.2 1.2 2.6 2.9
Social security contributions bill. czK 414 437 464 505 557 597 613 611 624 642
growth in % 3.1 5.5 6.4 8.7 10.3 7.2 2.7 -0.4 2.1 2.9
Gross operating surplus bill.czki 2162 2300 2340 2432 2506 2653 2577 2755 2952 3098
% of GDP 49.8 49.7 48.8 47.6 46.3 46.1 45.9 46.9 47.8 48.2
growth in % 7.8 6.4 1.7 4.0 3.0 5.8 -2.9 6.9 7.1 4.9
Consumption of capital bill. CzK 923 957 988 1022 1074 1141 1192 1258 1318 1367
growth in % 3.7 3.8 3.2 3.5 5.0 6.3 4.5 5.5 4.8 3.7
Net operating surplus bill.czki 1240 1343 1352 1410 1433 1511 1384 1497 1634 1731
growth in % 11.0 8.3 0.6 4.3 1.6 5.5 -8.4 8.2 9.1 5.9
Source: CZSO. Calculations and forecast of the MoF.
Table 3.1.6: GDP by Type of Income - quarterly
2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
GDP bill. CZK 1353 1340 1450 1469 1329 1476 1505 1565
growth in % 1.9 -7.0 -1.4 2.7 -1.8 10.1 3.8 6.5
Balance of taxes and subsidies bill. czK 100 109 133 113 102 129 137 147
growth in % 9.2 -21.3 -10.3 -18.6 2.1 18.4 3.6 30.4
Compensation of employees bill. czK 637 625 633 688 638 633 637 696
(domestic concept) growth in % 4.0 -2.5 0.3 1.6 0.2 1.3 0.6 1.2
Wages and salaries bill. CZK 488 459 492 531 489 470 498 537
growth in % 4.2 -6.4 1.2 1.9 0.2 2.4 1.3 1.1
Social security contributions bill. CZK 149 166 141 157 150 163 139 159
growth in % 3.2 10.1 -2.9 0.6 0.3 -1.7 -1.7 1.4
Gross operating surplus bill. CZK 616 607 685 669 588 714 731 722
growth in % 1.9 -8.4 -0.9 -3.7 -4.6 17.7 6.7 8.0

Source: CZSO. Calculations and forecast of the MoF.
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3.2 Prices

The average inflation rate, measured by the consumer
price index, was 3.2% in 2020 (as forecast). Inflation was
affected by both supply and demand factors, the compo-
sition and interaction of which is particularly difficult to
assess. While the impact of the pandemic, or more spe-
cifically the measures to stamp it out, was plainly nega-
tive for economic growth, the effect was ambiguous in
the case of inflation. This is because there were re-
strictions of both aggregate supply, which has pro-
inflationary effects, and aggregate demand, which has
an anti-inflationary effect. The supply effects seem to
have prevailed at first, with demand effects likely to be
more pronounced after a time lag, following a gradual
rise in unemployment. The dominant cost factor for in-
flation in 2020 was the exceptionally strong growth in
unit labour costs. Inflation was also supported by ex-
change rate developments. On the other hand, demand
factors such as household consumption and the output
gap inhibited inflation. Of the items in the consumer
basket, food and non-alcoholic beverages (0.8 pp), hous-
ing (0.7 pp), and alcoholic beverages and tobacco
(0.6 pp) contributed significantly to the average inflation
rate. Administrative measures added 0.5 pp to last year’s
average inflation rate.

In 2020, the year-on-year inflation was generally above
the upper limit of the tolerance band around the CNB'’s
2% inflation target, but then slowed down in the fourth
quarter to stand at 2.3% (versus 2.7%) in December.
Lower prices of food and non-alcoholic beverages con-
tributed to the deviation from the previous forecast. The
contribution made by administrative measures to De-
cember’s year-on-year inflation was just 0.2 pp.

As far as assumptions of the macroeconomic forecast
determining price developments are concerned, there
were no significant changes in the exchange rates and
the price of oil. However, the macroeconomic forecast
now draws on lower effective taxation of wage income
(see section 5). All things being equal, this would result
in a slight increase in the inflation forecast for 2021,
mainly due to growth in disposable income and house-
hold consumption.

Inflation is expected to go down in 2021. Administrative
measures will probably add only 0.2 pp (versus 0.4 pp) to
the average inflation rate. As regulated prices should al-
most stagnate, this contribution reflects changes in indi-
rect taxes, with a further increase in the excise duty on
manufactured tobacco and a reduction in the excise duty
on diesel coming to the fore. This year, inflation should
therefore be driven primarily by market factors. With
the exception of the price of oil, stronger pro-
inflationary factors will be absent. Renewed household
consumption growth amid an enduring negative output
gap should not have any significant inflationary effects.
The fall in unit labour costs should slow down inflation.
The appreciation of the Czech koruna against both of the
world’s main currencies should also inhibit inflation
somewhat.

In 2021, the year-on-year inflation will probably hover
within the CNB’s inflation target’s tolerance band. We
expect the average inflation rate in 2021 to slow down
to 1.9% (unchanged).

In Q3 2020, the GDP deflator increased by 4.2% (versus
3.8%), with the domestic final use deflator growing by
3.0% (versus 3.3%) and terms of trade improving by 2.2%
(versus 1.0%). Developments in the domestic final use
deflator reflected growth in the deflators of all domestic
demand components.

We estimate that the GDP deflator increased by 4.0%
(versus 3.6%) in 2020. In 2021, its growth could slow to
1.5% (versus 1.4%) due to worse developments in terms
of trade and the slackening momentum of household
and general government consumption deflators. The sit-
uation is clearly depicted in Graph 3.2.4.

The developments in both export and import prices
were affected in particular by the sharp fall in oil prices
in 2020. The renewed appreciation of the exchange rate
should be felt in 2021. As a result, terms of trade may
have improved by 1.6% (versus 1.0%) in 2020, with
a slight deterioration by 0.1% (unchanged) forecast for
this year.
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Graph 3.2.3: Core Inflation and Unit Labour Costs
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Graph 3.2.5: Terms of Trade
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Graph 3.2.7: Prices of Flats Relative to Average Wage
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Graph 3.2.2: Consumer Prices in Main Divisions
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Graph 3.2.4: Gross Domestic Product Deflator
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Graph 3.2.6: Offering Prices of Flats
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Table 3.2.1: Prices — yearly

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
Consumer Price Index
Level average 2015=100 99.7 100.0 100.7 103.1 105.3 108.3 111.8 113.8 116.2 118.4
Average inflation rate % 0.4 0.3 0.7 2.5 2.1 2.8 3.2 1.9 2.0 1.9
Administrative measures *! percentage points 0.4 0.2 0.2 0.1 0.3 0.6 0.5 0.2 0.5 0.4
Market increase percentage points 0.8 0.1 0.5 2.6 1.8 22 2.7 1.7 1.6 1.5
Level in December average 2015=100 99.5 99.5 101.5 1039 106.0 109.4 1119 114.5 116.7 118.9
Annual inflation in December % 0.1 0.1 2.0 2.4 2.0 3.2 2.3 2.3 1.9 1.9
Harmonized index of consumer prices
Level average 2015=100 99.8 100.0 100.7 103.1 105.1 107.8 1114 113.4 115.6 117.7
Average inflation rate growth in % 0.4 0.3 0.6 2.4 2.0 2.6 3.3 1.8 2.0 1.8
Deflators
GDP average 2015=100 99.0 100.0 101.1 102.5 105.1 109.2 113.5 115.3 117.2 119.5
growth in % 2.6 1.0 1.1 1.3 2.6 3.9 4.0 1.5 1.7 2.0
Domestic final use average 2015=100 99.2 100.0 100.6 1029 105.8 109.6 113.1 115.1 117.2 1194
growth in % 1.3 0.8 0.6 2.3 2.8 3.7 3.1 1.8 1.9 1.8
Consumption of households average2015=100¢{ 100.0 100.0 100.4 102.7 105.3 108.3 1114 113.1 1153 117.5
growth in % 0.8 0.0 0.4 2.3 2.5 2.8 2.8 1.6 1.9 1.9
Consumption of government average 2015=100 97.7 100.0 1014 105.0 110.6 117.0 122.2 1244 126.5 128.6
growth in % 1.8 2.3 1.4 3.5 5.4 5.8 4.4 1.8 1.7 1.7
Fixed capital formation average 2015=100 98.7 100.0 100.5 102.0 103.6 107.4 109.9 1123 114.6 116.9
growth in % 1.8 1.3 0.5 1.5 1.6 3.7 2.3 2.2 2.0 2.0
Exports of goods and services average 2015=100; 101.3 100.0 97.6 96.9 96.3 97.7 98.2 97.3 97.0 97.1
growth in % 4.0 -1.3 2.4 -0.7 -0.6 1.4 0.5 -0.9 -0.4 0.1
Imports of goods and services average 2015=100¢ 101.7 100.0 96.6 96.9 96.3 97.2 96.2 95.5 95.2 95.1
growth in % 2.5 -1.7 3.4 0.3 -0.6 0.9 -1.0 -0.7 -0.3 -0.2
Terms of trade average 2015=100 99.6 100.0 101.0 100.0 100.0 100.5 102.1 1019 101.8 102.2
growth in % 1.5 0.4 1.0 -1.0 0.0 0.5 1.6 -0.1 -0.1 0.3

Y The contribution of change in regulated prices and indirect taxes to the average inflation rate.
Source: CZS0O, Eurostat. Calculations and forecast of the MoF.



Table 3.2.2: Prices — quarterly

2020 2021

Ql Q2 Q3 Q4 Ql Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Consumer Price Index average 2015=100 111.2 111.5 112.4 112.0 113.0 113.8 114.2 114.4
growth in % 3.6 3.1 3.3 2.6 1.6 2.1 1.6 2.1

Of which the contribution of:
Administrative measures percentage points 0.6 0.5 0.6 0.3 0.0 0.2 0.1 0.3
Market increase percentage points 3.0 2.6 2.7 2.3 1.6 1.9 1.5 1.8
Harmonized index of consumer average 2015=100 110.7 111.1 112.1 111.6 112.5 113.4 113.8 113.8
prices growth in % 3.7 33 3.5 2.7 1.7 2.0 1.5 2.0

Deflators

GDP average 2015=100 111.4 113.1 113.7 115.9 113.7 114.7 115.2 117.4
growth in % 3.7 4.1 4.2 4.2 2.0 1.5 1.3 1.3
Domestic final use average 2015=100 111.6 112.3 113.3 114.9 113.3 114.1 115.3 117.3
growth in % 3.8 3.0 3.0 2.9 1.6 1.6 1.8 2.1
Consumption of households average 2015=100 111.0 111.4 111.6 111.6 1123 113.3 113.0 113.7
growth in % 3.8 3.2 2.5 2.0 1.2 1.7 1.3 2.0
Consumption of government average 2015=100 118.0 119.6 123.0 127.3 120.1 121.9 125.0 129.7
growth in % 5.1 3.6 4.7 4.4 1.8 1.9 1.7 1.9
Fixed capital formation average 2015=100 108.4 109.5 110.4 111.0 110.7 111.9 112.7 113.4
growth in % 2.7 2.3 2.4 2.3 2.2 2.1 2.1 2.1
Exports of goods and services average 2015=100 96.9 99.4 97.5 99.2 98.0 96.6 96.9 97.8
growth in % -0.9 1.5 -0.2 1.9 1.2 -2.8 -0.6 -1.4
Imports of goods and services average 2015=100 95.8 97.1 95.4 96.6 96.2 94.3 95.4 96.1
growth in % -1.3 -0.4 -2.3 0.0 0.4 -2.9 0.0 -0.6
Terms of trade average 2015=100 101.2 102.4 102.2 102.6 101.9 102.4 101.6 101.8
growth in % 0.4 1.9 2.2 2.0 0.7 0.0 -0.6 -0.8

Y The contribution of change in regulated prices and indirect taxes.
Source: CZSO, Eurostat. Calculations and forecast of the MoF.
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3.3 Labour Market

The impact of the deep economic recession, caused by
the COVID-19 pandemic and the anti-epidemic measures
taken in response, on the labour market have been sig-
nificantly cushioned by government programmes. The
internationally comparable unemployment rate has so
far grown only very slightly. Not even registered unem-
ployment has risen that much. According to all available
statistics, however, there was a year-on-year decline in
employment, despite the number of vacancies still ex-
ceeding 300,000. Labour market developments in 2020
and the effects of the COVID-19 epidemic are discussed
in more detail in Box 1.

The Labour Force Survey shows that employment fell by
1.4% YoY (versus 1.3%) in Q3 2020. The number of em-
ployees went down by 1.4% (versus 1.1%) and the num-
ber of entrepreneurs fell by 1.2% (versus 2.3%). While
the number of own-account workers shrank by only
0.6% YoY, the number of entrepreneurs with employees
slumped by 5.1% (however, this is a highly volatile indi-
cator). From the perspective of employees and own-
account workers, government measures such as the An-
tivirus Programme and compensation bonuses for sole
traders prevented the situation from being even worse.

From a sectoral perspective, the biggest contributor to
the employment downturn (business statistics, full-time
equivalent) was manufacturing, which shed almost
60,000 jobs. There was also a sharp decline in adminis-
trative and support service activities (this sector includes
agency workers, a significant proportion of whom work
in industry), in accommodation and food service activi-
ties, and in transportation and storage.

Broken down by age structure, employment fell most in
the 20-24 and 35-39 age groups. The decrease in
younger of these age groups can probably be explained
by a fall in casual jobs. In the 35-39 age group, the de-
cline can be attributed in part to an increase in the pa-
rental allowance as of 1 January 2020, combined with
the deteriorating economic conditions.

According to job vacancy figures, a labour shortage was
evident in practically all sectors and regions throughout
2020. In December 2020, there were more vacancies
than unemployed persons in six regions and 38 districts.
The labour shortage was singled out as the main barrier
to output growth by more than a third of construction
companies, but only by 13% of industrial enterprises and
11% of services companies in Q4 2020.

Despite the major deterioration in much of the econo-
my, companies have not yet laid off foreign workers on
a larger scale. In fact, in November 2020 their numbers
even increased year on year by 15,000 to 661,000.

A host of government measures have inhibited the im-
pact of the severe economic downturn on the labour
market. The headline scheme is the Antivirus Pro-

gramme, under which employers receive contributions
to cover wage costs. We assume that the effects of the
economic downturn on the labour market will continue
to be mitigated by government measures. The Antivirus
scheme was extended until the end of February 2021. It
should be followed by a partial employment subsidy, the
so-called kurzarbeit.

Taking into account these factors, we estimate that em-
ployment decreased by 1.1% (versus 1.2%) in 2020 and
will further decline by 0.6% (versus 0.7%) in 2021. The
fallout from the recession should be felt on the labour
market with a greater lag. This can be attributed to the
government measures.

For the same reasons, the unemployment rate (Labour
Force Survey) was just 2.9% (versus 2.8%) in Q3 2020.
We estimate that it averaged 2.6% (unchanged) in 2020
and that it will increase only slightly to 3.3% (versus
3.4%) in 2021. Higher unemployment growth is being
stalled not only by the ongoing government schemes,
but also by the still high demand for labour, which is evi-
dent in the number of vacancies and the numbers of
foreign workers.

The share of unemployed persons (Ministry of Labour
and Social Affairs) also expanded only slightly. Higher ris-
es were evident in regions that are more geared towards
tourism (such as Prague and the surrounding area, and
Karlovy Vary). In the fourth quarter, the share of unem-
ployed persons was 3.8% (versus 4.1%). Data from the
end of the year suggests that the second wave of the
COVID-19 pandemic had virtually no effect on the labour
market. The share of unemployed persons averaged
3.5% (versus 3.6%) in 2020. In 2021, we forecast an in-
crease to 4.1% (versus 4.6%).

The participation rate (20—64 years) came to 82.0% (ver-
sus 82.1%) in Q3 2020, reflecting the decline in employ-
ment. Demographic aspects, namely the growing share
of age groups with naturally high levels of economic ac-
tivity (especially those in the 40-54 bracket), will contin-
ue to play a major role in the further development of the
participation rate. The rising statutory retirement age is
another factor. We estimate that the participation rate in
2020, on account of these factors, reached 81.8% (versus
82.0%). In 2021, considering the forecast for employ-
ment and unemployment and the decline in the work-
ing-age population, the participation rate could increase
to 82.6% (unchanged). This development will reflect, to
some degree, the poorer prospects faced by school-
leavers and graduates on the labour market (i.e. the flow
from inactivity to unemployment) and the impact of the
tax package. However, the increase in the economic ac-
tivity rate could be hampered by a decline in the partici-
pation of people approaching retirement age, larger
numbers of whom could take early retirement.



The volume of wages and salaries went up by 1.2%
(versus a 3.1% downturn) in Q3 2020, with the number
of employees going down by 1.7%. The main contribu-
tors to growth were public administration, defence, ed-
ucation, and health and social care, where earnings in-
creased by 9.0%. By contrast, earnings fell by 3.7% in
manufacturing and by 2.8% in trade, transport, accom-
modation and food service activities.

Government support mechanisms, which have resulted
in a relatively stable unemployment rate, continue to
cushion the negative effects that weaker economic ac-
tivity is having on wage and salary growth. Redundan-
cies are more common among the lowest-paid profes-
sions and those employed under work agreements (not
employment contracts). This is compounded by the
more palpable influence that restrictive measures have
on lower-paid sectors, which reduces the effective im-
pact on the momentum of overall earnings. We estimate
that the volume of wages and salaries may have in-
creased by 1.9% (versus a decrease of 3.4%) in Q4 2020
and gone up by 0.2% (versus a decrease of 1.9%) in 2020
as a whole.

services — see section 1.3) to continue at a faster pace
than in market sectors. While labour market tensions
have been defused, we can also expect the 4.1% in-
crease in the minimum and guaranteed wage to provide
a faintly positive impulse. The tax package will lower the
effective tax on labour, which could have a positive ef-
fect by giving people greater motivation to work. On the
other hand, it will reduce employees’ pressure to in-
crease gross wages. In this respect, wages and salaries
could increase by 1.2% (versus 0.8%) this year.

In Q3 2020, the average wage (business statistics, full-
time equivalent) grew by 5.1% (versus 1.0%). The medi-
an wage also increased at the same pace over this peri-
od. In addition to the 9.4% YoY rise in the minimum and
guaranteed wage, the momentum of the average wage is
statistically increased by the lay-offs of lower-paid em-
ployees, a factor which is currently likely to be increas-
ing. There may have been an increase in the average
nominal wage by 5.3% (versus 0.4%) in Q4 2020, and by
4.0% (versus 1.7%) in 2020 as a whole. This year, due to
the aforementioned factors, it could go up by 2.2% (ver-
sus 0.9%).

This year, we expect wage growth in the general gov-
ernment sector (driven by education, health and social

Box 1: Selected Aspects of the Labour Market in Relation to the COVID-19 Pandemic

Available data indicates that developments in the labour market in 2020 were much more favourable than would be usual given
the scale of the economic slump. Even taking into account the fact that the labour market lags behind economic output by one or
two quarters, the economic downturn made itself felt in employment and unemployment only to a limited extent. Government
measures and pre-crisis “cushions” in the form of high numbers of vacancies and foreign workers played a positive role. The la-
bour market slack?, which had fallen sharply before the coronavirus pandemic, has so far increased only slightly (see Graph 1).

In Q2 2020, employment decreased by 1.6% YoY according to the Labour Force Survey, and by 1.9% according to national ac-
counts. In Q3 2020, there was a gentler decrease of 1.4% according to the Labour Force Survey, and 1.7% according to national
accounts. From a sectoral perspective, manufacturing and trade, transportation, accommodation and food service activities made
a major contribution to the reduction in employment. The statistics paint a different picture when it comes to professional, scien-
tific, technical and administrative activities, which comprise agency workers. The national accounts methodology shows that there
was a 5.8% decrease in the second and third quarters, yet, according to the Labour Force Survey, employment in this sector es-
sentially stagnated. This difference can be partly explained by the fact that this sector formally includes agency workers, many of
whom could be foreign nationals. However, for methodological reasons, they are generally recorded only to a limited extent in
the Labour Force Survey (it is not conducted in collective accommodation establishments, such as hostels).

Broken down by labour market status and hours worked, the decline in employment was similarly determined by the reduction in
the number of full-time and part-time workers (see Graph 2). However, as the share of part-time workers in total employment is
very low, the percentage reduction in employment in this category was much stronger than for full-time workers. In the first three
quarters of 2020, the year-on-year decline averaged more than 10%. On the other hand, there had already been a significant de-
crease in the number of part-time workers prior to the pandemic.

The unemployment rate (LFS) rose from 2.0% in February 2020 to 2.9% in November, growing year on year as of April (see
Graph 3). Initially, the increases were much higher among men than women. This was paradoxical in a way because, in the sectors
hardest hit by the COVID-19 pandemic (accommodation and food service activities), the majority of workers are women. On the
other hand, women predominate in sectors that have hardly been affected by the pandemic at all (public administration, educa-
tion, and the health sector). Furthermore, Eurostat’s experimental statistics on labour market flows show that the rise in women’s
unemployment in the second and third quarters was dampened by a shift to inactivity to a greater extent than for men.

! The sum of the number of unemployed persons, underemployed part-time workers, people available to work but not seeking and those seeking
work but not immediately available, in relation to the extended workforce. The extended workforce comprises employed and unemployed persons,
people available to work but not seeking and those seeking work but not immediately available.
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Graph 1: Labour Market Slack Graph 2: Employment
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Likewise, the share of unemployed persons remains low for the time being, climbing from 3.0% in February to 3.8% in July and
then hovering at that level in the subsequent months. In December, it rose slightly to 4.0%. There were year-on-year increases in
the number of registered jobseekers starting in April, but the situation stabilised from June (see Graph 4). At the time the
COVID-19 pandemic emerged, younger people (under the age of 35) accounted for a large proportion of the increase. These may
have been workers made redundant in the sectors most affected. During the third quarter, however, the share of these groups in
the increase in the unemployed went down. Conversely, the share of the 45+ age groups went up. These people may face age dis-
crimination in the labour market, and their ICT knowledge and skills and labour mobility may be no match for younger jobseekers.
If the macroeconomic situation continues to deteriorate or if the policy support to the economy is diminished, they may become
long-term unemployed.

Graph 3: Unemployment Rate Graph 4: Registered Unemployment
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Graph 5: Foreigners Employed in the CR Graph 6: Job Vacancies
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The number of foreign workers grew rapidly up to 2019. It can be assumed that if redundancies are necessary, many companies
would lay off foreign nationals first. They would most likely feature in unemployment statistics only to a limited extent. Available
data shows that, despite the deep economic downturn, there has not yet been a major reduction in the number of foreign work-
ers. This workforce shrank from 645,000 in March to 603,000 in June, before growing again?. In the year-on-year comparison, be-
sides the dip in June, there were slight increases (see Graph 5). By all accounts, these workers do not appear to have been
squeezed out of the labour market much. Most employers were probably banking on the fact that the economic downturn would
be temporary. Breaking the employment structure of foreigners down by country, there has been little change. Most come from
Slovakia and Ukraine, followed by Poland, Romania and Bulgaria. The employment of foreigners continues to be hampered by red
tape, but also by the fact that they may not be adequately conditioned to live and work in the Czech setting (MVCR: Koncepce in-
tegrace cizincll — ve vzdjemném respektu, 2016 [Ministry of the Interior: Concept for the Integration of Foreign Nationals — in Mu-
tual Respect]).

The number of job vacancies remains above 300,000, but has been declining year on year since April (see Graph 6). In recent
months, this downturn has been driven by dwindling vacancies for plant and machine operators and assemblers. On the other
hand, the number of vacancies for elementary occupations, which is only slightly lower than for plant and machine operators, has
gone down only slightly. However, by no means can all job vacancies reported in the official statistics be considered active — on
the cut-off date for this forecast, the share of jobs last changed since August 2020 and starting in November 2020 or later was
around 38%.

The participation rate for the 20-64 age bracket has been reporting a slight year-on-year decline since the beginning of 2020 (see
Graph 7). This is due to the behavioural effect, which, in a fixed demographic structure, only reflects changes in the participation
rates of the individual five-year age groups.? Conversely, the demographic effect, which only captures changes in the age struc-
ture of the working-age population, still has a positive effect accounting for approximately 0.3 pp (0.4 pp for women, 0.2 pp for
men). The number of people in the age groups with the highest participation rates is therefore relatively high and rising.

Since Q2 2019, the behavioural effect (see Graph 8) has been negative, reflecting in particular the momentum of this indicator
among women. In the group of economically inactive women aged 20-24, there was a strong increase in the number of students
(their usual economic status is “in education”). This may be related to the decline in student jobs in sectors hard hit by the eco-
nomic downturn (tourism and food service activities). The behavioural effect is also negatively impacted by the 35-39 age group,
reflecting the growing number of housewives. The decline can be attributed in part to an increase in the parental allowance as of
1 January 2020, combined with the deteriorating economic conditions. Conversely, the gradual increase in the retirement age is
making a positive contribution to the participation rate among women. The participation rate among men decreased by 0.3 pp
YoY in Q2 2020 (with a negative —0.5 pp contribution by the behavioural effect), but increased to the same extent in the third
quarter (with the behavioural effect contributing 0.3 pp). In the second quarter, the most significant contribution was made by
the 60—64 age group (0.2 pp). In the third quarter, the key factor was the trend in the 20—29 age group (0.3 pp). Here, according
to data on respondents’ usual economic status, the higher student participation in the labour market was reflected.

Graph 7: Participation Rate Graph 8: The Behavioural Effect
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2 The figures are not seasonally adjusted, but in previous years there was always an increase in the number of foreign workers in this period.
3 For the 60-64 age group, the behavioural effect also includes the impact of extending the statutory retirement age.
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Graph 3.3.1: Employees in Different Statistics
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Graph 3.3.3: Social Security Contributions and Earnings
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Graph 3.3.5: Nominal Monthly Wage
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Graph 3.3.7: Gross Savings Rate of Households
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Graph 3.3.2: Indicators of Unemployment
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Graph 3.3.4: Compens. per Employee and Productivity

YoY growth rate in %
10

8

o N B O

-z 7

-4
-6 e COMpensation per employee
-8 e | abour productivity
-10
/16 /17 1/18 1/19 1/20 /21

Source: CZSO. Calculations and forecast of the MoF.

Graph 3.3.6: Nominal Wage Bill
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Table 3.3.1: Labour Market — yearly

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Estimate Forecast Outlook Outlook
Labour Force Survey
Employment av.in thous.persons{ 4974 5042 5139 5222 5294 5303 5243 5211 5223 5224
growth in % 0.8 1.4 1.9 1.6 1.4 0.2 -1.1 -0.6 0.2 0.0
Employees av.in thous.persons{ 4079 4168 4257 4327 4396 4412 4362 4339 4351 4353
growth in % 0.6 2.2 2.1 1.7 1.6 0.4 -1.1 -0.5 0.3 0.0
Entrepreneurs and av. in thous.persons 895 874 882 894 897 891 881 872 872 871
self-employed growth in % 1.5 2.4 1.0 1.4 0.4 -0.8 -1.1 -1.0 0.0 -0.1
Unemployment av. in thous.persons 324 268 211 156 122 109 137 178 178 173
Unemployment rate averagein % 6.1 5.1 4.0 2.9 2.2 2.0 2.6 3.3 3.3 3.2
Long-term unemployment 1 av. in thous.persons 141 127 89 54 37 33 . .
Labour force av.in thous.persons{ 5298 5310 5350 5377 5415 5412 5380 5389 5401 5397
growth in % -0.2 0.2 0.8 0.5 0.7 -0.1 -0.6 0.2 0.2 -0.1
Population aged 20-64 av.in thous.persons{ 6610 6566 6510 6456 6414 6383 6358 6322 6287 6261
growth in % -0.7 -0.7 -0.9 -0.8 -0.7 -0.5 -0.4 -0.6 -0.6 -0.4
Employment/Pop. 20-64 average in % 75.3 76.8 78.9 80.9 82.5 83.1 82.4 82.4 83.1 83.4
Employment rate 20-64 2 average in % 73.6 74.8 76.7 78.5 79.9 80.3 79.8 79.6 80.2 80.4
Labour force/Pop. 20-64 average in % 80.1 80.9 82.2 83.3 84.4 84.8 84.6 85.2 85.9 86.2
Participation rate 20-64 * average in % 78.2 78.7 79.9 80.9 81.7 81.9 81.8 82.3 82.7 82.8
Participation rate 15-64 3 averagein % 73.5 74.0 75.0 75.9 76.6 76.7 76.8 77.1 77.3 77.2
Registered unemployment
Unemployment av. in thous.persons 561 479 406 318 242 212 259 294 290 288
Share of unemployed *) average in % 7.7 6.6 5.6 43 3.2 2.8 3.5 4.1 4.0 4.0
Wages and salaries
Average monthly wage *
Nominal CZK monthly 25768 26591 27764 29638 32051 34111 35480 36265 37124 38129
growth in % 2.9 3.2 4.4 6.7 8.1 6.4 4.0 2.2 2.4 2.7
Real czk 2010 24036 24730 25641 26735 28307 29292 29514 29623 29718 29948
growth in % 2.5 2.9 3.7 4.3 5.9 35 0.8 0.4 0.3 0.8
Median monthly wage CZK monthly; 21786 22414 23692 25398 27561 29447
growth in % 3.2 2.9 5.7 7.2 8.5 6.8 . . .
Wage bill growth in % 3.9 5.0 5.7 9.2 9.6 6.7 0.2 1.2 2.6 2.9
Labour productivity growth in % 1.7 3.9 0.9 3.6 1.8 2.1 -4.8 3.3 3.1 2.0
Unit labour costs ® growth in % 1.1 -0.8 3.0 3.5 6.1 4.2 7.4 2.2 0.9 0.7
Compens. of employees/ GDP % 41.4 40.9 41.7 42.8 44.3 44.6 46.0 44.3 43.2 42.7

) Persons in unemployment for longer than 12 months.
The indicator does not include employment over 64 years.

2)

3 The indicator does not include labour force over 64 years.
4 Share of available job seekers aged 15 to 64 years in the population of the same age.

5)
6)

Derived from full-time-equivalent employers in the entire economy.
Ratio of nominal compensation per employee to real productivity of labour.

Source: CZS0O, Ministry of Labour and Social Affairs. Calculations and forecast of the MoF.
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Table 3.3.2: Labour Market — quarterly

2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
Labour Force Survey

Employment av. in thous. persons 5277 5213 5233 5247 5207 5186 5217 5235
YoY growth in % -0.5 -1.6 -1.4 -1.1 -1.3 0.5 0.3 0.2
QoQ growth in % 0.0 -1.2 0.0 0.1 -0.2 -0.4 0.2 0.2
Employees av. in thous. persons 4390 4330 4347 4380 4335 4312 4337 4373
growth in % -0.5 -1.7 -1.4 -1.0 -1.3 -0.4 -0.2 -0.2
Entrepreneurs and av. in thous. persons 888 882 886 866 872 875 880 862
self-employed growth in % -0.7 -1.1 -1.2 -1.5 -1.7 -0.9 -0.7 -0.5
Unemployment av. in thous.persons 106 126 154 163 174 174 181 181
Unemployment rate averagein % 2.0 2.4 2.9 3.0 3.2 3.3 3.4 3.3

Long-term unemployment 1 av. in thous.persons 29 26 31
Labour force av. in thous. persons 5384 5339 5387 5410 5381 5361 5397 5416
growth in % -0.6 -1.1 -0.6 -0.1 0.0 0.4 0.2 0.1
Population aged 20-64 av. in thous. persons 6374 6 355 6358 6347 6337 6327 6317 6 307
growth in % -0.4 -0.5 -0.3 -0.3 -0.6 -0.4 -0.6 -0.6
Employment/Pop. 20-64 average in % 82.8 82.0 82.3 82.7 82.2 82.0 82.6 83.0
increase over a year 0.1 -0.9 -0.9 -0.6 -0.6 0.0 0.3 0.3
Employment rate 20-64 % average in % 80.1 79.4 79.7 79.9 79.4 79.2 79.8 80.1
increase over a year 0.0 -0.8 -0.7 -0.6 -0.7 -0.2 0.1 0.2
Labour force/Pop. 20-64 averagein % 84.5 84.0 84.7 85.2 84.9 84.7 85.4 85.9
increase over a year 0.1 -0.6 -0.3 0.2 0.5 0.7 0.7 0.6
Participation rate 20-64 3 averagein % 81.7 81.3 82.0 82.3 82.0 81.8 82.5 82.8
increase over a year 0.1 0.4 0.1 0.1 0.3 0.5 0.5 0.5
Participation rate 15-64 3 averagein % 76.4 75.9 76.6 77.2 76.9 76.6 77.2 77.5
increase over a year 0.3 0.6 0.3 0.3 0.5 0.7 0.6 0.3

Registered unemployment
Unemployment av. in thous. persons 226 256 277 277 309 290 291 287
Share of unemployed average in % 3.0 3.5 3.8 3.8 4.3 4.0 4.0 4.0
Woages and salaries
Average monthly wage *

Nominal CZK monthly 34127 34312 35402 38080 35067 35243 36076 38674
growth in % 5.1 0.6 5.1 5.3 2.8 2.7 1.9 1.6
Real CZK 2010 28549 28627 29300 31629 28 868 28 805 29393 31446
growth in % 1.4 -2.5 1.7 2.7 1.1 0.6 0.3 -0.6

Median monthly wage CZK monthly 29376 29300 31183

growth in % 5.9 0.4 5.1
Wage bill growth in % 4.2 -6.4 1.2 1.9 0.2 2.4 1.3 1.1

1)
2)
3)
4)

Persons in unemployment for longer than 12 months.

The indicator does not include employment over 64 years.
The indicator does not include labour force over 64 years.
Share of available job seekers aged 15 to 64 years in the population of the same age.
° Derived from full-time-equivalent employers in the entire economy.

Source: CZSO, Ministry of Labour and Social Affairs. Calculations and forecast of the MoF.



Table 3.3.3: Income and Expenditures of Households — yearly

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Estimate Forecast
Currentincome
Compensation of employees billczki 1724 1751 1825 1923 2038 2223 2430 2579 2611 2633
growth in % 2.8 1.5 4.2 5.4 6.0 9.1 9.3 6.2 1.2 0.8
Gross operating surplus bill.CzZK 660 655 674 691 703 740 801 852 844 865
and mixed income growth in % -3.8 -0.7 3.0 2.4 1.7 5.2 8.3 6.4 -0.9 2.5
Property income received bill.CzZK 128 133 133 127 133 162 162 173 169 172
growth in % 5.3 3.9 0.0 -4.3 4.1 21.9 0.2 6.9 -2.4 1.6
Social benefits not-in-kind bill.CzK 587 583 596 613 630 650 685 734 847 896
growth in % 2.8 -0.8 2.2 2.8 2.8 3.2 5.4 7.2 15.3 5.9
Other current transfers received bill.cZK 151 146 160 181 217 244 281 339 321 335
growth in % 8.6 -3.1 9.2 13.3 19.4 12.8 15.1 20.5 5.3 4.3
Current expenditure

Property income paid bill.CZK 15 21 16 14 14 13 19 20 17 17
growthin %} -27.2 40.5 -243 -10.7 0.2 -7.4 43.2 20 -133 1.2
Curr. taxes on income and property bill.CZK 179 185 197 205 227 264 309 335 325 223
growth in % 2.9 3.5 6.5 3.9 10.8 16.3 16.9 8.4 3.0 -31.2
Social contributions bill.CZK 654 670 696 732 775 836 911 974 985 1052
growth in % 2.3 2.4 3.8 53 5.8 7.9 9.0 7.0 1.0 6.9
Other current transfers paid bill.CZK 154 140 150 169 207 238 278 336 320 332
growth in % 6.2 9.3 7.3 12.5 22.4 15.3 16.5 20.7 -4.6 3.8
Gross disposable income bill.czki 2248 2251 2328 2414 2497 2666 2842 3013 3146 3276
growth in % 1.4 0.2 3.4 3.7 3.4 6.8 6.6 6.0 4.4 4.1
Final consumption billczki 1995 2027 2072 2152 2241 2383 2524 2671 2606 2734
growth in % 1.0 1.6 2.2 3.9 4.1 6.4 5.9 5.8 2.4 4.9
Change in share in pension funds bill.CZK 15 35 35 33 31 32 33 38 35 36
Gross savings bill.CZK 267 260 292 295 286 315 350 380 574 577

Capital transfers
(income (-) / expenditure (+)) bill.czk -21 -13 -32 -12 -14 -11 -12 -13 -33 -28
Gross capital formation bill.CZK 200 203 214 220 237 216 261 294 287 292
growth in % 9.2 1.7 5.2 2.9 7.9 9.2 21.2 12.5 2.4 1.9
Change in financial assets and liab. bill.cCZK 87 68 108 85 61 110 100 100 320 313
Real disposable income growth in % -0.7 -0.5 2.6 3.7 3.0 4.4 4.0 3.1 1.5 2.6
Gross savings rate % 11.8 114 124 12.1 11.3 11.7 12.2 12.5 18.0 17.4

Source: CZSO. Calculations of the MoF.
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3.4 External Relations

The current account balance reached a surplus of 2.4%
of GDP* (versus 0.3% of GDP) in Q3 2020, improving by
2.3% of GDP quarter on quarter. With the exception of
the secondary income balance, all items contributed to
this result, most notably the reduction in the primary
income deficit.

Export markets shrank by 8.2% YoY (versus 10.3%) in
Q3 2020. The root cause of the deviation from the fore-
cast was the higher-than-expected quarter-on-quarter
GDP growth of main trading partners after restrictive an-
ti-epidemic measures were lifted. Taking into account
the figures for Q3 2020 and the improved GDP forecast
for the Czech Republic’s main trading partners, we esti-
mate that export markets fell by 8.1% (versus 9.4%) in
2020. In 2021, they could increase by 4.2% (versus 6.1%)
as other countries gradually recover.

Export performance increased by 9.2% (versus a 1.8%
decrease) in the third quarter. This was the largest rise
since Q1 2010. The rapid resumption of production and
supply chains, which partially made up for the shortfall
during the spring restrictions, contributed to this strong
improvement. Owing to improved conditions in industry,
export performance may have increased by 2.5% (versus
a 2.7% decrease) in 2020. This year, we forecast only
a slight 0.6% (versus 0.4%) increase in performance. It
will be hobbled by the forecast stronger koruna (see sec-
tion 1.4) and, evidently, also by a hike in the costs in-
curred by vehicle makers as financial penalties start be-
ing imposed on them for breaching the tougher new
emission standards.

In external trade (balance of payments methodology),
the balance of goods surplus grew to 3.8% of GDP (ver-
sus 3.3% of GDP) in Q3 2020. The improving balance of
machinery and vehicles, a group that accounts for more
than half of all exports of goods, contributed to this re-
sult. In this respect, there was an uptick in exports of
electronic devices. The growth in the external balance
can also be attributed to a decline in import-intensive
investment demand and the low price of oil.

Prices of mineral fuels remain an important factor affect-
ing terms of external trade in goods. The deficit in the
fuel part of the balance was 1.8% of GDP (versus 1.9% of
GDP) in Q3 2020. Bearing in mind developments in the
price of oil (see section 1.2), the fuel balance deficit may
have been 1.6% of GDP (versus 1.7% of GDP) in 2020,
and this year it could deepen slightly to 1.7% of GDP
(unchanged).

4 All quarterly figures relative to GDP are reported as annual rolling
totals.

We estimate that the surplus of the balance of goods
relative to GDP reached 4.8% (versus 3.3%) last year. The
improvement in the forecast reflects the growth of the
balance in Q3 2020 and positive developments in exter-
nal trade in October and November 2020, underpinned
by strong motor vehicle exports. The improvement in
terms of trade also contributed to the growth of the sur-
plus. In 2021, in the context of slower recovery abroad
and the expected stronger investment activity, the bal-
ance could deteriorate to 4.4% of GDP (versus 3.6% of
GDP).

The balance of services posted a surplus of 1.9% of GDP
(versus 1.7% of GDP) in the third quarter. The year-on-
year improvement in the surplus was due to a decline in
imports in research and development and a reduction in
charges for the use of intellectual property. Considering
the constrained economic activity in services, we esti-
mate that the balance of services ran a surplus of 1.8%
of GDP (versus 1.7% of GDP) in 2020. In 2021, the sur-
plus could dip to 1.7% of GDP (versus 1.8% of GDP).

In Q3 2020, the primary income deficit decreased by
2.7% of GDP year on year to 2.6% of GDP (versus 4.4% of
GDP), the lowest since Q1 2001. The reduction in the
deficit reflects the much lower-than-expected outflow of
direct investment income (mainly among financial insti-
tutions) due to a drop in the profitability of firms owned
by non-residents. The overall primary income balance
may also have been affected by the CNB’s recommenda-
tion that banks suspend dividend payments at a time of
heightened uncertainty. However, due to the exceptional
nature of the economic situation, this is probably a one-
off phenomenon. Taking into account the forecast for
GDP and gross operating surplus, we assume that com-
panies under foreign control saw their profit momentum
decrease significantly in 2020. In this respect, the prima-
ry income deficit could have reached 2.3% of GDP (ver-
sus 4.3% of GDP). For 2021, we forecast a deepening of
the deficit to 4.1% of GDP (versus 4.7% of GDP) as eco-
nomic activity is revived and the profitability of foreign-
controlled firms recovers.

In this context, we estimate that the current account of
the balance of payments has a large surplus, which may
have come to 3.6% of GDP (versus 0.3% of GDP) last
year. This would be the highest surplus in the history of
the independent Czech Republic. In 2021, the surplus
could fall to 1.4% of GDP (versus 0.4% of GDP).
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Graph 3.4.5: GDP and Goods Imports of Partner Countries
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Graph 3.4.7: Deflator of Exports of Goods
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Graph 3.4.2: Balance of Trade
four-quarter moving totals, in % of GDP, change of ownership concept
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Graph 3.4.4: Balance of Primary Income
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Table 3.4.1: Balance of Payments — yearly

international investment position and gross external debt — end of period

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Estimate Forecast

Goods and services bill.czK 201 237 276 274 365 384 321 341 370 357

% GDP 4.9 5.7 6.3 5.9 7.6 7.5 5.9 5.9 6.6 6.1

Goods bill.CZK 124 167 220 188 259 259 201 236 270 256

% GDP 3.0 4.0 5.1 4.1 5.4 5.1 3.7 4.1 4.8 4.4

Services bill.CZK 78 70 56 87 107 125 120 104 100 101

% GDP 1.9 1.7 1.3 1.9 2.2 2.4 2.2 1.8 1.8 1.7

Primaryincome bill.cZK -238 -249 -261 -255 -253 -255 -260 -324 -130 -239

% GDP -5.8 -6.0 -6.0 -5.5 5.3 -5.0 -4.8 5.6 2.3 4.1

Secondaryincome bill.cZK -27 -10 -7 1 -27 -50 -37 -33 -37 -35

% GDP -0.7 -0.2 -0.2 0.0 -0.6 -1.0 -0.7 -0.6 -0.7 -0.6

Current account bill.CZK -63 -22 8 21 85 79 24 -17 203 83

% GDP -1.5 -0.5 0.2 0.4 1.8 1.5 0.4 -0.3 3.6 1.4

Capital account bill.CZK 53 82 32 99 52 45 13 30 80 20

% GDP 1.3 2.0 0.7 2.1 1.1 0.9 0.2 0.5 1.4 1.5

Net lending/borrowing bill.cZK -10 61 40 120 137 124 37 13 283 173

% GDP -0.3 1.5 0.9 2.6 2.9 2.4 0.7 0.2 5.0 2.9
Financial account bill.CZK 12 68 64 173 122 116 61 45
Direct investments bill.CZK -121 7 -80 50 -187 -46 -51 -61
Portfolio investments bill.cCZK -55 -93 90 -164 -170 -268 30 -118
Financial derivatives bill.cZK -9 -5 -6 -5 11 -14 -15 1
Otherinvestments bill.CZK 116 -30 -13 -59 97 -802 47 112
Reserve assets bill.CZK 80 188 73 351 564 1246 50 110
International investment position billczki -1864 -1695 -1577 -1523 -1304 -1273 -1320 -1167
%Gppi -45.6 -409 -36.3 -329 -27.2 249 -244 -20.3
Gross external debt bill.czki 2434 2733 2947 3119 3499 4370 4413 4383
% GDP 59.5 66.0 67.8 67.4 72.9 85.5 81.6 76.2

Source: CNB, CZSO. Calculations and forecast of the MoF.



Table 3.4.2: Balance of Payments — quarterly
four-quarter moving totals, international investment position and gross external debt — end of period

2020 2021

Ql Q2 Q3 Q4 Ql Q2 Q3 Q4

Estimate Forecast Forecast Forecast Forecast

Goods and services bill.cZK 341 282 321 370 370 392 372 357

% GDP 5.9 5.0 5.7 6.6 6.6 6.8 6.4 6.1

Goods bill.cZK 232 183 215 270 277 296 275 256

% GDP 4.0 3.2 3.8 4.8 5.0 5.2 4.8 4.4

Services bill.CZK 109 99 107 100 93 96 98 101

% GDP 1.9 1.8 1.9 1.8 1.7 1.7 1.7 1.7

Primaryincome bill.CZK -287 -242 -148 -130 -132 -145 -197 -239

% GDP -5.0 -4.3 -2.6 -2.3 2.4 -2.5 3.4 4.1

Secondaryincome bill.CZK -31 -38 -39 -37 -36 -36 -35 -35

% GDP -0.5 -0.7 -0.7 -0.7 -0.7 -0.6 -0.6 -0.6

Current account bill.cZK 22 2 134 203 202 211 140 83

% GDP 0.4 0.0 2.4 3.6 3.6 3.7 2.4 1.4

Capital account bill.CZK 53 61 74 80 82 85 87 90

% GDP 0.9 1.1 1.3 1.4 15 15 15 15

Net lending/borrowing bill.CZK 75 63 208 283 284 296 227 173

% GDP 1.3 1.1 3.7 5.0 5.1 5.2 3.9 2.9
Financial account bill.cZK 118 77 238
Direct investments bill.czk 56 62 -15
Portfolio investments bill.czK 9 -23 21
Financial derivatives bill.cCZK 23 20 21
Other investments bill.czK 39 33 104
Reserve assets bill.CZK 121 109 107
International investment position stock in bill.CZK -778 -826 -655
% GDP -13.5 -14.6 -11.6
Gross external debt stock in bill.CZK 4476 4400 4389
% GDP 77.5 77.6 77.6

Source: CNB, CZS0O. Calculations and forecast of the MoF.
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Table 3.4.3: Decomposition of Exports of Goods (National Accounts Methodology) — yearly

seasonally adjusted

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Estimate Forecast
Gpp?Y averageof 2005=100¢ 104.5 105.2 107.6 109.9 112.2 115.6 118.1 119.8 112 116
growth in % 1.0 0.7 2.2 2.2 2.1 3.0 2.2 1.5 -6.2 3.2
Import intensity 2 average of 2005=100: 102.8 104.4 106.9 110.5 113.1 1159 1184 119.1 117 118
growth in % -0.9 1.6 2.4 3.4 2.4 2.4 2.2 0.6 -2.0 1.0
Export markets *) averageof 2005=100; 107.4 109.9 115.0 1214 127.0 1339 139.8 142.7 131 137
growth in % 0.0 2.3 4.7 5.6 4.5 5.5 4.4 2.1 -8.1 4.2
Export performance average of 2005=100; 107.0 105.4 110.0 109.8 109.4 111.6 110.6 109.6 112 113
growth in % 4.3 -1.6 4.4 -0.2 -0.4 2.0 -0.9 -0.9 2.5 0.6
Real exports averageof 2005=100¢ 114.9 115.8 126.5 133.4 138.9 149.5 154.7 156.5 147 155
growth in % 4.4 0.7 9.3 5.4 4.2 7.6 3.5 1.1 -5.8 4.8
1/ NEER average of 2005=100¢ 100.5 103.0 108.6 109.9 106.9 103.9 100.2 100.5 102 100
growth in % 3.6 2.4 5.5 1.2 -2.8 -2.8 -3.6 0.4 1.9 2.2
Prices on foreign markets average of 2005=100; 103.5 102.5 100.8 98.2 98.2 100.3 103.2 104.0 103 103
growth in % -0.4 -0.9 -1.7 -2.6 -0.1 2.1 2.9 0.7 -1.4 1.0
Exports deflator average of 2005=100 104.0 105.6 109.5 108.0 104.9 104.1 103.4 104.5 105 104
growth in % 3.2 1.5 3.7 -1.4 -2.8 -0.7 -0.7 1.1 0.5 -1.3
Nominal exports averageof 2005=100¢ 119.6 122.2 138.5 144.0 145.7 155.6 159.9 163.5 155 160
growth in % 7.7 2.2 13.4 3.9 1.2 6.8 2.8 2.2 -5.4 3.6
1) Weighted average of GDP of the six most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland and France.
2 Index of ratio of real imports of goods to real GDP.
3 Weighted average of imports of goods of main partners.
Source: CNB, CZS0, Eurostat. Calculations and forecast of the MoF.
Table 3.4.4: Decomposition of Exports of Goods (National Accounts Methodology) — quarterly
seasonally adjusted
2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Estimate Forecast Forecast Forecast Forecast
GppY average of 2010=100 116.9 104.5 115.5 113 113 115 117 119
growth in % 2.4 -12.6 -3.8 -6.1 -3.2 10.2 1.3 5.2
Import intensity ? average of 2010=100 115.2 121.8 113.2 117 117 119 118 118
growth in % -4.0 1.7 -4.6 -0.8 1.3 2.3 3.9 0.8
Export markets® average of 2010=100 134.6 127.3 130.8 132 132 137 138 140
growth in % -6.3 -11.1 -8.2 -6.8 -1.9 7.7 5.3 6.0
Export performance average of 2010=100 1125 94.3 120.6 122 115 98 119 120
growth in % 3.9 -14.6 9.2 11.2 2.1 4.1 -1.4 -1.2
Real exports average of 2010=100 151.4 120.1 157.8 160 152 135 164 168
growth in % -2.6 -24.1 0.2 3.6 0.1 12.1 3.8 4.7
1/ NEER average of 2010=100 100.2 105.0 101.9 103 101 100 100 929
growth in % -0.4 4.4 1.3 2.3 0.7 4.4 -1.9 -3.0
Prices on foreign markets average of 2010=100 103.2 101.3 101.9 103 104 102 103 105
growth in % -1.0 -2.7 -1.6 -0.1 0.6 0.9 1.1 1.3
Exports deflator average of 2010=100 103.5 106.5 103.9 106 105 103 103 104
growth in % -1.4 1.6 -0.3 2.2 1.2 -3.6 -0.9 -1.7
Nominal exports average of 2010=100 156.7 127.8 163.9 170 159 138 169 175
growth in % -4.0 -22.9 -0.1 5.9 1.4 8.1 2.9 2.9

1) Weighted average of GDP of the six most important partners — Germany, Slovakia, Austria, the United Kingdom, Poland and France.
2 Index of ratio of real imports of goods to real GDP.
3 Weighted average of imports of goods of main partners.

Source: CNB, CZS0O, Eurostat. Calculations and forecast of the MoF.



4 Survey of Other Institutions’ Forecasts

The average of forecasts of monitored institutions indi-
cates that the consequences of measures to mitigate the
fallout from the coronavirus epidemic led to a 6.9%
slump in real GDP in 2020. This shows that the Ministry
of Finance captured the depth of the probable decline in
economic activity in 2020 several months earlier than
other institutions. The low statistical base should facili-
tate 3.1% growth in 2021, though there would still be
along way to go to fully recover the level of economic
output in 2019. The average inflation rate should slacken
from the 3.2% reported in 2020 to 2.3% this year. The
average wage growth should settle at around 2.8% in

Graph 4.1: Forecasts for Real GDP Growth in 2020
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Graph 4.3: Forecasts for Real GDP Growth in 2021
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Table 4.1: Summary of the Surveyed Forecasts

both years. In both 2020 and 2021, the current account
of the balance of payments should continue to post
a surplus.

The forecasts of the Ministry of Finance for GDP, inflation
and the current account differ only slightly from the av-
eraged estimates of the monitored institutions and fall
within the range of those predictions. The only exception
is the average inflation rate in 2021. Here, the Ministry of
Finance’s forecast is slightly below the minimum of
a very narrow range because it incorporates the effect of
disinflation at the end of 2020.

Graph 4.2: Forecasts for Average Inflation Rate in 2020
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Graph 4.4: Forecasts for Average Inflation Rate in 2021
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January 2021 January 2021
min. max. average MOoF forecast
Gross domestic product (2020) growth in %, const.pr. -8.0 -6.0 -6.9 -6.1
Gross domestic product (2021) growth in %, const.pr. 1.5 5.1 3.1 3.1
Average inflation rate (2021) % 2.0 2.4 2.3 1.9
Average monthly wage (2020) growth in % 1.1 44 2.8 4.0
Average monthly wage (2021) growth in % 2.0 3.0 2.7 2.2
Current account / GDP (2020) % -0.7 3.6 1.4 3.6
Current account / GDP (2021) % -0.5 2.7 1.0 1.4

Note: The survey is based on publicly available forecasts of 13 institutions, of which 8 institutions are domestic (CNB, Ministry of Labour and Social
Affairs, domestic banks and investment companies) and the remaining are foreign entities (European Commission, OECD, IMF etc.). In the case of GDP,
no difference is being made between working-day adjusted and unadjusted forecasts.

Source: Forecasts of individual institutions. Calculations of the MoF.
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5 Effects of Fiscal Measures to Support the Economy

In March 2020, the COVID-19 pandemic required the roll-out of unprecedented measures in the Czech Republic, as
elsewhere, to prevent the spread of the disease. A state of emergency was declared, the free movement of persons
was banned, and retail trade and services were restricted. Various forms of support for households and companies
were gradually adopted to make up for the anti-epidemic restrictions. For example, the government increased amount
of the care allowance and extended the period over which beneficiaries could collect it, introduced employment reten-
tion schemes, and waived or postponed advances on social contributions and taxes. In connection with the second
wave of the epidemic in the latter half of the year, the existing economic support platforms — modified to be more tar-
geted and focused on the hardest hit sectors — were used. In all, the discretionary measures that were implemented

accounted for almost 5% of GDP in 2020.

5.1 Fiscal Stimulation of the Economy in 2020

On the revenue side, adjustments to the corporate in-
come tax and employer’s social security contributions
were the most significant item, amounting to 1.1% of
GDP, followed by measures related to the personal in-
come tax and social security contributions, amounting to
0.8% of GDP. On the expenditure side, the largest item
was government final consumption expenditure, corre-
sponding to 1.1% of GDP. The volume of the Antivirus
scheme and social benefits was also relatively high,
standing at 0.5% of GDP in both cases. The fiscal
measures adopted are described in detail in the Fiscal
Outlook of the Czech Republic from January 2021.

5.1.1 The Impact of Revenue and Expenditure
Measures on GDP in 2020

Fiscal multipliers are used to capture the overall effects,
both direct and indirect, of fiscal measures. They express
the multiple by which the change in fiscal aggregates will
be reflected in economic activity. Their value most often
empirically ranges between 0 (the measure is ineffec-
tive) and 1 (the effect of the measure will be felt in full in
GDP). As fiscal multipliers are not directly measurable,
statistical and econometric approaches are used to esti-
mate them. In this respect, it must be taken into account
that the direct impact of the adopted fiscal measures on
economic activity is reduced by the propensity of house-
holds to save.

When estimating fiscal multipliers, Klyuev and Snudden
(2011) apply an integrated global monetary and fiscal
model of dynamic stochastic general equilibrium from
the International Monetary Fund (Krumhof et al., 2010),
calibrated to the conditions of the Czech Republic and
the EU. The multipliers reach values of less than 0.1 on
the revenue side and between 0.1 and 0.4 on the ex-
penditure side. Compared to the US and EU countries,
the multipliers are low, which can be explained primarily
by the trade and capital openness of the Czech economy;,
with its floating exchange rate.

Pikhart (2019) approached the estimate of fiscal multi-
pliers using a vector autoregressive model, which, in ad-
dition to fiscal variables, also took into account mone-
tary conditions and exogenous variables capturing

economic growth in Germany and the price of oil. The
time series used include both the period of expansion
before the Great Recession, the recession itself, and sub-
sequent developments up to the end of 2017. The re-
sulting estimate is the average annual fiscal multipliers
of 0.2 for final consumption expenditure and indirect
taxes and 0.3 for direct taxes including social security
contributions, which is in line with the low estimates of
fiscal multipliers in the Czech Republic from the previous
study.

Gawthorpe (2021) examined the change in the value of
multipliers in the Czech Republic depending on the posi-
tion of the economy in the economic cycle using the
Ministry of Finance’s dynamic stochastic general equilib-
rium models (Aliyev et al., 2014), the European Commis-
sion’s QUEST model (Varga and Veld, 2011), and a struc-
tural vector autoregressive model. These models
estimate the fiscal multipliers to be between 0.3 and 0.5,
with values almost doubling during the Great Recession.

The above studies show that, compared internationally,
the multiplier effects of fiscal policy are relatively low for
the Czech Republic. According to empirical findings, the
multipliers differ significantly in periods of economic ex-
pansion and recession. During a boom, fiscal expansion
crowds out private demand, leading to lower multiplier
effects. Conversely, if an economic downturn is charac-
terised by insufficient private demand, the fiscal impulse
may replace it, so estimates of multiplier effects covering
these periods are higher.

In 2020, the Czech economy found itself in an unprece-
dented global economic downturn. However, in contrast
to an ordinary demand recession, there were strong
supply-side restrictions. Therefore, the cause of the un-
der-utilisation of resources, which were maintained in
their existing use by fiscal measures (e.g. Antivirus),
changed to a large extent. Supply-side restrictions were
followed by weakening of aggregate demand (decline in
confidence and higher share of industrial companies
with main barrier to increased production being insuffi-
cient demand). Considering the depth of the economic
downturn in 2020 and the nature of the shocks, the re-



al multiplier effect is likely to be in the upper half of
the estimation range.

Understandably, the impact of the measures on GDP var-
ies depending on the value of the multiplier and the type
of measure. We believe that the impact of discretion

ranges between 0.5-0.9% of GDP on the revenue side,
and 0.4-0.6% of GDP on the expenditure side. Total im-
pact of the economic stimulus measures in 2020 may
range from 0.9% to 1.5%.

Table 5.1: The Impact of Revenue and Expenditure Measures on GDP in 2020

Ty Direct impact on Impact on GDP including multiplier effects
GDP Klyuev, Snudden Pikhart Gawthorpe
9% GDP CZ ;‘;’; ’;‘; % of GDP | Multiplier % of GDP i Multiplier % of GDP | Multiplier % of GDP
Measures on the revenue side
Personal income tax, social security contributions 0.8 0.8 0.7 0.1 0.1 0.3 0.2 0.5 0.3
Corporate income tax, employers' contributions 1.1 0.8 0.9 0.0 0.0 0.3 0.3 0.5 0.5
Abolition of real estate acquisition tax 0.2 0.6 0.1 0.1 0.0 0.3 0.0 0.5 0.1
VAT, excise tax and road tax 0.0 0.8 0.0 0.1 0.0 0.2 0.0 0.4 0.0
Measures on the expenditure side

Measures related to salaries 0.3 0.8 0.3 0.1 0.0 0.2 0.1 0.4 0.1
Social benefits (+ care allowance for self-employed) 0.5 0.8 0.4 0.2 0.1 0.2 0.1 0.4 0.2
Antivirus (A, B) 0.5 0.8 0.4 0.2 0.1 0.2 0.1 0.4 0.2
Government consumption 1.1 1.1 0.3 0.3 0.2 0.2 0.2 0.2
Purchase of personal protective equip. 0.2 0.2 0.1 0.0 0.1 0.0 0.1 0.0
Other 0.8 0.8 0.4 0.3 0.2 0.2 0.2 0.2
Government investment 0.1 0.1 0.4 0.0 0.4 0.0 0.5 0.0
Total on the revenue side 2.2 1.7 0.1 0.5 0.9
Total on the expenditure side 2.5 2.2 0.6 0.4 0.6
Total (revenue +expenditure side) 4.6 4.0 0.7 0.9 1.5

Note: Measures without an effect on aggregate demand are excluded, both on the revenue (lower dividends from the Prague Airport, lower revenues
of the State Material Reserves Administration from the sale of metals, lower revenues from an auction of 5G) and the expenditure side (especially
the debt relief of hospitals, higher payments for state-insured persons and a temporary cancellation of fare discounts) In total, these measures

amount to 0.5% of GDP.

Source: MoF, Klyuev and Snudden (2011), Pikhart (2019) and Gawthorpe (2021).

5.1.2 Effects of the Antivirus Programme

Impacts of the Antivirus Programme (regimes A/A Plus, B
and C) were also estimated using an alternative analyti-
cal approach. Using the symmetric input-output table for
2015 (no newer one is available), the elasticities of gross
value added and employment on the change in final
demand were calculated for individual sectors. The elas-
ticities of gross value added and the development of val-
ue added between Q4 2019 and Q2 2020 were used as a
conduit to derive the magnitude of the demand shock.
This, in conjunction with employment elasticities, result-
ed in an estimate of the percent change in employment
in individual sectors. Based on these calculations, com-
pared to Q12020 the number of employees (national
accounts, seasonally adjusted) should have decreased by
126,000 in the second quarter. The actual reduction was
84,000. In sectors with lower-than-estimated decline,
the more favourable developments were attributed to
the Antivirus Programme, with sectors dominated by the
general government sector excluded from the calcula-
tion. Antivirus’s estimated impact on employment in
Q2 2020 alone was almost 70,000 people.

The estimated impacts of the Antivirus scheme in further
quarters are based on the number of workers receiving
support according to figures from the Ministry of Labour

(920,000 for the period from March to November), the
estimated total costs of CZK 30.3 billion, and the
scheme’s efficiency in maintaining jobs (the ratio of es-
timated number of jobs preserved by Antivirus to the
number of workers supported), which was expertly ad-
justed to reflect the average amount of support paid per
worker. Estimated effect in Q3 2020 also takes into ac-
count actual employment developments. The results are
clearly set out in Table 5.2.

The impact on household consumption and GDP due to
job retention thanks to Antivirus is then based on the
number of jobs preserved in each sector of the economy
and the average gross wage (according to national ac-
counts, i.e. the volume of wages and salaries divided by
the number of workers) in these sectors in Q1 2020. The
average net wage is calculated for a taxpayer applying
both the basic personal tax credit and tax credit per de-
pendent child. The factored-in propensity to save in Q2
and Q32020 corresponds to the households’ savings
rate from sector accounts; for Q4 2020 and Q1 2021, the
forecast of the MoF is used (see Graph 3.3.7). The
amount of consumption estimated in this way is adjust-
ed for expenses that laid-off workers would make from
their unemployment benefits (100% propensity to con-

49



50

sume and support amounting to CZK 8,750 per month
are factored in), or after the exhaustion of support from
other social benefits. To calculate the impact on GDP, the
same range of multipliers as in section 5.1.1 is consid-

Table 5.2: Economic Effects of the Antivirus Programme

ered, i.e. 0.2-0.4. The impacts of the Antivirus scheme
on household consumption are again summarised in Ta-
ble 5.2.

11/20 /20 IvV/20 1/21

Average quarterly GDP in 2019 bill. CZK, curr.pr. 1437 848 1437 848 1437 848 1437 848
Number of jobs retained in the quarter 68797 64 879 15301 2693
Total number of jobs retained 68797 133676 148977 151670
% of number of employees in Q1 2020 1.5 2.9 3.2 3.3

Impact on consumption bill. CZK 2520 5054 5572 5680
% of GDP 0.18 0.35 0.39 0.40

Multiplier (Pikhart, 2019) 0.20 0.20 0.20 0.20
Impact on GDP after multiplication % of GDP 0.04 0.07 0.08 0.08
Multiplier (Gawthorpe, 2021) 0.40 0.40 0.40 0.40
Impact on GDP after multiplication % of GDP 0.07 0.14 0.16 0.16

Source: CZSO, MoLSA, Pikhart (2019) and Gawthorpe (2021). Calculations of the MoF.

5.2 Effects of the Tax Package

On 1 January 2021, an extensive tax package took effect
that is intended to help kick-start and boost the recovery
of the Czech economy. A reduction in direct taxation of
wages by narrowing the tax base to the gross wage, tax-
able at rates of 15% and 23%, an increase in the basic
personal tax credit, and the flat-rate meal allowance are
the most important components. In addition, the accel-
erated depreciation of assets acquired in 2020 and 2021
was introduced and the entry price limit for the depreci-
ation of tangible assets was increased. These stimulus
measures should contribute 0.6 pp to the increase in
GDP in 2021, mainly on the back of higher household
consumption. In 2022, they should have, on balance,
a roughly neutral effect on GDP.

This year, household consumption will benefit signifi-
cantly from the narrowing of the tax base to the gross
wage at rates of 15% and 23%. In 2021 and 2022, an in-
crease in the basic personal tax credit by CZK 3,000 per
year should have a positive effect. Microdata from the
Household Income and Living Conditions Survey and
from the Household Budget Survey was used to estimate
the impact of these changes on household consumption.
At the level of individual households, the propensity to
consume and the impact of the aforementioned tax ad-
justments on net income were calculated. The impact on
consumption at household level is the product of the
propensity to consume (capped at 1) and the change in
net income. The change in total consumption is then
a weighted sum across all households. Finally, based on
an estimate drawn from the microdata, a correction by
less than 5% is made that takes into account the fact
that low-income households may have become ineligible
for certain social benefits due to net income growth re-
sulting from the tax changes (their actual consumption
would not increase). The adjustment to the tax base
should result in household consumption increasing by

0.9% of GDP in 2021. The effect of increasing the basic
personal tax credit, which will be reflected in both 2021
and 2022, was estimated to be 0.1% of GDP per year.
One risk is the response of households to increased un-
certainty, which could manifest itself by a decline in the
propensity to consume. However, reducing the tax bur-
den will be beneficial even if it is reflected primarily in
an increase in savings, as this would strengthen house-
holds’ financial reserves.

Investment activity will be positively stimulated in 2021
by the introduction of the extraordinary depreciation of
assets acquired in 2020 and 2021 and by increasing the
entry price limit for the depreciation of tangible assets.
Sectors of the economy that have been hit hard by
measures to counter the COVID-19 pandemic have quite
significant unused production capacities and are unlikely
to invest in their expansion or maintenance in the com-
ing period. However, the acceleration of depreciation
will lead to investments resulting in the reallocation of
the workforce. Due to the one-off nature of the meas-
ure, effective taxation will be increased again in 2022, so
we expect investments that would have been made in
the coming years to be brought forward to 2021, i.e. to
an environment where resources are considerably un-
tapped. Accelerating these investment projects may
stimulate economic recovery and facilitate the realloca-
tion of factors of production from the affected sectors to
prosperous parts of the economy. We therefore assume
that the tax package could prompt an increase in com-
panies’ investments by approximately 0.3% of GDP this
year, followed by a decline on a similar scale in 2022.

The impact of the above-mentioned increase in house-
hold consumption and investment on real GDP should be
dampened by additional imports of goods and services
from abroad and an anticipated change in the price lev-



el. Indirect multiplier effects of tax cuts are empirically
relatively low (see section 5.1), partly due to the rela-
tively high import intensity of household consumption
(approximately 40%) and investment (roughly 50%). As
the economy in 2021 is likely to be in an environment of
significantly untapped resources, where the multiplier
effects tend to be higher than the long-term averages,
we assume a multiplier of 0.5. Taking these factors into
account, the tax package is likely to boost real GDP
growth by 0.6 pp in 2021 - the effect of household con-
sumption will be 0.5 pp and the effect of investments
will be 0.1 pp. In 2022, household consumption (0.1 pp)
and investment (-0.1 pp) will have a contradictory effect
on GDP and will more or less neutralise each other. Real
GDP growth in 2022 should therefore not be affected
that much by the tax package.

According to model assumptions, the isolated effect of
the tax package could inhibit slightly the increase in the
unemployment rate in 2021.

The effects of the tax package on inflation, measured by
the consumer price index, can be divided into the effect
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