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April’s production decreased, construction was successful
g Monika Junicke External trade (March 2018)
ﬂ ggga:jﬁgﬁf@iﬁiz Actual KB forecast Consensus (Bloomberg)
. Industrial output (% yoy) 55 7.0 9.0
Industrial sales (% yoy) 4.6 n.a. n.a.
Industrial new orders (% yoy) 0.6 na. n.a.
Construction (% yoy) 7.7 9.7 n.a.
External trade (CZKbn) 15.8 13.7 13.0

Source: Bloomberg, CZSO, Economic & Strategy Research, Komeréni banka

Industrial production in April disappointed when it grew only 5.5% yoy despite having
two more working days. Adjusted by calendar effects, it even declined 0.2%. The second
quarter started well for construction. Mainly production in building construction is
flourishing because of higher investment activity in the private sector as well as higher
construction of residential buildings. The trade balance statistics printed above
expectations, showing a surplus that was CZK 3bn higher than a year ago.

In April, industrial production did not recoup its March losses and declined in mom terms
0.9%. In comparison with a year ago, it increased 5.5% mainly due to calendar effects since
this April had two working days more than last year. The working days adjusted industrial
production decreased 0.2% yoy.

Easing in industry is shown by forward looking indicators Industrial sales go hand in hand with the industry performance
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The manufacture of motor vehicles was the strongest in April, when it increased 11.4% yoy
and thus contributed to overall growth 2.1pp. On the contrary, industrial production in
electricity supply decreased due to April’s warm weather 18% yoy.

The weaker performance of Czech industry was indicated by a drop in April’s confidence
indicators at home and abroad. However, the production decline is not caused by a lack of
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new orders, which value increased in April 0.6% yoy. For a long time now, the biggest
limitation for the production industry has been the lack of a labour force.

The tight labour market indicated by record-high employment, the lowest unemployment in
Europe as well as in the history of the Czech Republic and consequently solid wage growth.
The industrial wages in nominal terms increased in Q1 7.5%. According to today’s statistics,
they added 9.2% yoy in April, rising to CZK 34,437.

For the entire year, we expect a deceleration of industry dynamics toward 2.7% on
average. The main reason is the lack of production capacity, for which expansion through
an increase in employment is almost not possible anymore. We assume that it is
necessary for the Czech companies to expand capacity by productivity growth. This will
result in a transition to higher added value production.

In contrast, the construction  Gonstruction has been flourishing since the beginning of the
sector was successful in year
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was flourishing by adding Czech construction (index, swda)
almost 11%. It was pushed
up by higher investment
activity of the private sector
as well as increasing residential building construction. Civil engineering is still muted by a slow
start on infrastructure projects in the public sector. The production of civil engineering

construction declined 1.2% yoy in April.

Buildings (index, swda)
Civil engineering works (index, SWDA)

Source: CZSO, Macrobond, Economic & Strategy Research, Komeréni banka

In our view, construction will flourish for the rest of the year. It will be supported by further
investment activity in the private as well as the public sector. High demand for Czech goods
pushes the private sector to invest to expand their production capacity. Also, the public
sector begins with infrastructure projects. The investment growth will be also supported by
regional governments, which have been running surpluses, and part of their reserves might be
dissolved in more investment. Moreover, the public administration will be pushed to tap a part
of EU funds otherwise the Czech Republic it will lose the money. For the entire year, we
expect the construction sector to add almost 10% on average.

In April, the trade balance deficit printed CZK15.8bn, which is a little lower than in March.
However, in comparison with last April, the trade balance was higher by nearly CZK4bn. The
reason is the calendar effect as well as lower trade deficit in petroleum and gas by more than
CZK3bn. This is surprising since the price of these commodities was significantly higher than
a year ago. The balance of trade with motor vehicles improved CZK2.3bn, and the balances
with machinery and electrical equipment improved more than CZK 1bn each.
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The surplus with the
European Union increased
the most and thus is
CZK4.2bn higher than a year
ago.

Domestic producers do not
lack demand from abroad.
After a weaker first quarter,
we expect further increasing
dynamics of  European
economics that will support
the desire for Czech
products further.

EcoAlert

April’s external trade printed better surplus than a year ago
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Source: Zdroj: Ekonomicky a strategicky vyzkum, Komeréni banka

However, for this year we expect a deteriorated external trade balance. This is due to higher
investment that increase the import dynamics. Those will grow faster than exports and thus
the trade balance ends this year CZK20bn lower than last year.
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Disclaimer

The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell any
securities. All information and opinions have been obtained from or are based on sources believed to be reliable,
but their completeness and accuracy are not guaranteed by Komeréni banka, a.s., even though Komeréni banka,
a.s. believes them to be fair and not misleading or deceptive. The views of Komer¢ni banka, a.s. reflected in this
document may change without notice.

Komer¢ni 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 Komeréni 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. Komeréni banka, a.s. and its affiliated companies are under no
obligation to provide any services to their clients on the basis of this document.

Komeréni 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 Komercni banka, a.s. which is a bank/stockbroker according to the applicable
legislation and thus regulated by the Czech National Bank. Komeréni 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 Komer¢ni
banka, a.s. in compliance with the requirements imposed by applicable regulation. The employees of Komeréni
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 Komeréni banka, a.s., or the trades
of Komeréni banka, a.s. with the issuers of such instruments. However, the evaluation of the authors of this
document is linked to the profits of Komeréni 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.
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