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Instant Reaction

EcoAlert

August data from the real economy partially corrected July's declines

Industrial output, foreign trade, construction (August 2023), Unemployment (September)

ﬁ 2145]2%2; zsgg%%%rg;i Current KB forecast Consensus (Bloomberg)
jana_steckerova@kb.cz Industrial output (%, yoy) 1.7 -2.8 -2.9
Industrial new orders (%, yoy) -4.2
Trade balance (CZKbn) -3.8 -8.5 -4.0
Construction output (%, yoy) -0.2
Unemployment (%, MLSA) 3.6 3.5 3.6

Source: Bloomberg, CZSO, Economic & Strategy Research, Komer&ni banka

The August real economy indicators turned out slightly better than expected, partly
offsetting the sharp drop in July. Industrial production was surprisingly robust with mom
growth, the foreign trade deficit was lower than anticipated, while construction output
grew strongly. September’s jobless rate then stagnated at the previous month’s level.
Even so, the third quarter so far looks bleak for the Czech economy. Moreover, the
September results for industrial production and foreign trade are likely to be affected by
the ongoing shutdowns in the automotive industry due to component shortages. Weak
domestic demand will likely dampen output in the construction sector.

The 0.2% mom growth in industrial production in August was surprisingly robust
compared to the market consensus. While the analysts’ consensus had predicted a yoy

decline of 2.9%, industrial production was ultimately lower by "only" 1.7% in August.

Industrial production declined in yoy terms Industrial orders decreased again
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Manufacturing output was almost flat mom, rising by 0.1% after a previous sharp decline
of 3.8% in July. The marginal mom growth was significantly driven by sectors that partially
corrected the previous month’s declines, such as metalworking, machinery and other transport
equipment. This, in turn, was significantly offset by a strong mom decline of 9.1% in car
production. This was probably related to the extended plant-wide holidays as well as factory
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Trade balance in deficit once again

shutdowns due to renewed problems in supply chains. Nevertheless, it is still the production of
transport equipment and, to a lesser extent, the production of electrical equipment that are
preventing a more significant yoy decline in industrial production.

The decline in new orders continued in August. It accelerated to 2.3% mom after -1.9% in
July. Orders in the automotive industry also declined this time (by 4.9%). Demand for industrial
goods thus remains weak. Moreover, the outlook is pessimistic even in view of the negative
developments in foreign demand, especially in Germany, where industrial sentiment remains
rather bleak.

The external trade deficit has narrowed

The foreign trade balance improved in August, with the deficit narrowing to CZK -3.8
billion after CZK -7.2 billion in July. The improvement was driven by a higher trade surplus in
motor vehicles, which may have reflected the finalisation of products previously in the pipeline.
Adjusted for seasonal effects, the mom improvement was driven by a more pronounced 1.7%
decline in imports compared to a more modest 0.5% decline in exports.

Czech construction output saw improvement
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Construction output grew strongly in August, but still not enough to
compensate for July’s drop

The August construction output statistics were pleasantly surprising at first glance. In
mom terms, strong growth of 2.0% was reported after seasonal adjustment. This was primarily
due to a significant rise in building construction (+2.8% mom), while a slight decline was
recorded in civil engineering (-0.3% mom). On a yoy basis, the decline eased from -2.1% in July
to -0.2% in August. In civil engineering, output was 0.6% higher yoy in August, while in civil
engineering it was 2.0% lower. However, for both holiday months the picture is not so
encouraging. The two need to be considered together, as they are traditionally affected by the
different timing of holidays each year. Even the aforementioned 2.0% mom rise in construction
output in August was not enough to offset July’s significant 3.7 % drop. Total construction output
is down 1.9% ytd through August, with civil engineering down 0.6% and civil engineering down
5.4%.

Contract statistics are not improving. Building authorities issued 8.4% fewer building permits
in August yoy. Although the indicative value of permitted constructions increased by a significant
31%, it was affected by nine infrastructure constructions with a budget of over CZK 1 billion.
Adjusted for these one-off events, the yoy growth was just 2%. Statistics from the residential
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market are not encouraging either. The number of housing starts was 23.1% lower yoy in
August, while the number of completed apartments fell by 21.8% compared to August last year.
Despite the long-term unfavourable situation in the sector, one of the barriers to growth here
remains the lack of labour. Employment in the construction sector was 0.6% higher yoy in
August, while average gross monthly nominal wages rose by 9.7%.

The fact that the Czech labour market remains tight was confirmed by labour market
statistics. The share of unemployed persons stagnated at 3.6% in September. After seasonal
adjustment, it rose to 3.7%. The number of job seekers increased by 2.2 thousand to 263
thousand compared to the previous month and was 6.6 thousand higher compared to
September 2022. The number of job vacancies fell by 0.8 thousand mom to 282 thousand.
However, after seasonal adjustment, their number increased. In September, there was one job
vacancy for every one applicant. The domestic labour market thus remains tight. We forecast
that the share of unemployed people will rise only slightly this year. After last year's average of
3.4%, it should reach 3.6% this year and again next year.

Overall, the data released today partially improved the poor July results. Holiday data is
traditionally volatile, so it helps to look at the big picture. In any case, despite a slight mom
increase in August, industrial production remains relatively weak in the third quarter of this year.
Assuming a stagnation in September, industrial production would be down by a significant
1.4%0qog. Given the ongoing shutdowns by auto producers, which have been set back by
shortages of production components due to natural disasters, the crucial auto industry is also
unlikely to offer much support for growth in September. This is evidenced by the deterioration
in mood in industry indicated by the September sentiment surveys, all of which will be reflected
in the foreign trade results. Furthermore, we don’t expect a significant improvement in the
construction sector. However, as the end of the year approaches, activity in the civil engineering
sector in particular should gradually increase. Overall, after last year’s full-year output growth of
3.6% in the construction sector, we expect this year to be essentially flat.
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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 Komeréni
banka, a.s. reflected in this document may change without notice.

Komeréni 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 Komer¢ni banka, a.s. and its affiliated companies, or individuals connected to them may from time to time have a position in or
be holding any of the investments or related derivatives mentioned in this document. The authors of this document are not authorized to acquire
the investment instruments mentioned in this document. This does not apply to cases when information mentioned in this document represents
dissemination of an investment recommendation earlier produced by third parties according to Chapter Il of regulation (EU) 2016/958. 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 Komeréni banka, a.s. which is a bank/stockbroker according to the applicable legislation and thus regulated by
the Czech National Bank. Komer¢ni banka, a.s. applies various measures to prevent conflict of interests in the process of creating this document
and other investment recommendations, such as the implementation of an appropriate internal separation including information barriers
between different departments of Komeréni banka, a.s. in compliance with the requirements imposed by applicable regulation. The employees
of Komer&ni banka, a.s. proceed in accordance with the internal regulations governing conflict of interest.

The evaluation of employees creating this document 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 Komer¢ni banka, a.s. which also partially include the results of trading
with investment instruments.

Information 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 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.

9 October 2023 | 5



