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Inflation peaks and GDP growth took a summer break in 3Q
GDP growth slowed in the third quarter of the year as we expect its dynamics to print
only 0.3% qoq. However, the monthly figures from the real economy are set to prove that
activity accelerated in September once again with industrial production increasing its
pace and external trade back in a high surplus. The share of unemployed is poised for
another decline, and inflation is set to peak in October driven by strong growth at its
core while food prices supported price growth, as well.
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GDP printed strong growth
in the second quarter of the
year. But the third quarter
will show a significant
slowdown, in our view. The
automotive
industry
stopped for a few weeks
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GDP growth set to decelerate rapidly
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seasonal factors and will result in weaker GDP figures for 3Q17. However, it is still only
seasonality and thus we shall not draw any conclusions from this particular weaker figure. We
see GDP printing 0.3% qoq growth in 3Q17 (+4.8% yoy) after record-high growth of 2.5% qoq
(4.7% yoy) in the second quarter.
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Industrial production showed a decent rebound in August even though parts of the automotive
industry still had company-wide holidays. The external trade balance also emerged from a
deficit. Positive trends continued in September. Figures from Germany and the euro area
signal that external demand remains strong. Moreover, we also see signs suggesting domestic
demand has strengthened. Public investment surged, and the conditions for private
investment remain more than favourable. Thus, we believe the growth of industrial output is
set to print a solid 4.1% yoy despite the month having one less working day. The trade
balance is set to record a decent surplus of CZK22bn. However, we see a risk that the
surplus will be lower due to imports of investment goods.
Industrial production set to accelerate growth
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Share of unemployed on its downward trend
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September’s 3.8%. But, we
admit that it is a close call and there is a significant risk that this share will fall two ticks.
As economic activity accelerated in the third quarter, we believe wage growth will also get
stronger. The increase in remuneration is backed by the tight situation on the labour market.
The situation on the labour market and the ever-improving economic outlook make the
households’ position extremely comfortable. That will be apparent in retail sales (ex. cars)
which should in our view print growth of 5.5% yoy.

Czech inflation peaked in October
The yoy inflation rate is set to accelerate to 2.8% in our view and thus approached the
upper bound of the CNB’s tolerance band. But given the statistical base effects, we believe
inflation is at its peak and will ease in the coming months, moving close to 2% in the second
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half of next year. The price level is set to increase 0.5% in October partly due to seasonality in
shoes and clothing, but it is mainly driven by strong wage growth. Another increase in prices
was recorded in the food category. Dairy products like butter, cheese and eggs are becoming
more and more expensive. Prices also grew at gas stations as fuel prices rose 0.8% mom in
October.
Inflation peaked in October

Core inflation is the main driver of price growth
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be reliable, but their completeness and accuracy are not guaranteed by Komerční banka, a.s., even
though Komerční banka, a.s. believes them to be fair and not misleading or deceptive. The views of
Komerční banka, a.s. reflected in this document may change without notice.
Komerční banka, a.s. and its affiliated companies may from time to time deal in, profit from the trading of,
hold or act as market makers of securities, or act as advisers, brokers or bankers in relation to securities
or derivatives thereof emitted by persons, firms or entities mentioned in this document.
Employees of Komerční banka, a.s. and its affiliated companies, or individuals connected to them
including the authors of this report, may from time to time have a position in or be holding any of the
investments or related derivatives mentioned in this document. Komerční banka, a.s. and its affiliated
companies are under no obligation to provide any services to their clients on the basis of this document.
Komerční banka, a.s. does not accept any liability whatsoever arising from the use of the material or
information contained herein beyond what is required by law. This research document is primarily
intended for professional and qualified investors. Should a private customer obtain a copy of this report,
they should not base their investment decisions solely on the basis of this document and should seek
independent financial advice. The investors must make their own informed decisions regarding the
appropriateness of their investments because the securities discussed in this report may not be suitable
for all investors.
The performance attained by investment instruments in the past may not under any circumstance serve as
an guarantee of future performance. The estimates of future performance are based on assumptions that
may not be realized. Investment instruments and investments are connected with different investment
risks, the value of any investment can rise and fall and there is no guarantee for the return of the initial
invested amount. Investment instruments denominated in foreign currencies are also subject to
fluctuations caused by changes in exchange rates, which can have both positive and negative influences
particularly on the prices of the investment instrument and consequently on the investment return.
This publication is issued by Komerční banka, a.s. which is a bank/stockbroker according to the
applicable legislation and thus regulated by the Czech National Bank. Komerční banka, a.s. applies
various measures to prevent conflict of interests in the process of creating investment recommendations,
such as the implementation of an appropriate internal separation including information barriers between
different departments of Komerční banka, a.s. in compliance with the requirements imposed by applicable
regulation. The employees of Komerční banka, a.s. proceed in accordance with the internal regulations
governing conflict of interest.
The evaluation of employees creating investment recommendations is never by any means tied with the
volume or profit of the trades with instruments mentioned in this document done by Komerční banka, a.s.,
or the trades of Komerční banka, a.s. with the issuers of such instruments. However, the evaluation of the
authors of this document is linked to the profits of Komerční banka, a.s. which also partially include the
results of trading with investment instruments.
The recommendations mentioned in this document are intended for the public and the document before
its publication is not available to persons not involved in the creation of this document. As per our
practice, the issuers usually do not receive a copy of research reports prior to their publication. Each
author of this research report hereby states that (i) the views expressed in the research report accurately
reflect his or her personal views about any and all of the securities or issuers at stake.
This document and its contents is not designed for persons with permanent residence or seat in the
United States of America and to persons who are deemed as “U.S. persons”, as defined in Regulation S
under the US Securities Act of 1933, as amended.
This document is not an investment recommendation according to Regulation (EU) No 596/2014 of the
European Parliament and of the Council on market abuse and does not constitute investment advisory
according to Act no 256/2004 Coll., on Capital market undertakings as amended.
Please refer to our website http:\\www.trading.kb.cz for more details.

