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o In the following pages we present an updated outlook on the Czech economy, taking
into account the latest economic releases for August and September.
e The Czech economy has been hard hit due to the recession in western Europe as
foreign demand for Czech exports plunged and investments suffered badly during the
crisis. Economic activity dropped significantly in Q1 and Q2 this year, but it looks
very likely that the economic contraction has reached the bottom and that we should
see the economy recovering in coming quarters, albeit very gradualy. We expect
GDP to contract on average by 4.4% y/y in 2009 and grow 0.1% y/y in 2010.
e The signs of recovery in the eurozone will have a positive impact on exports and
production in the Czech Republic. Exports have already begun moving up and
industrial production should improve by the end of the year. This will consequently
affect investments, which are expected to gradualy recover, but in H1 10 at the
earliest. We expect private consumption to begin moving up but here we see
downside risk to our forecast as fiscal measures approved by the government in order
to cut the next year's budget deficit will likely have a negative impact on
consumption. Labour market conditions will continue to deteriorate with rising
unemployment well into 2012.
e Above mentioned fiscal measures create considerable uncertainty to our 2010 GDP
forecast and clearly represent downside risk to our forecasts.
Macro forecast
Private. Fixed Export(1), | Import(1), Trade
Ba]ance[e},[‘l]
2008 26 34 -10 02 10 2.1
2009 -4.4 15 -8.2 -14.9 -194 5.1
2010 0.1 1.0 -10 42 18 6.4
2011 28 24 3.7 130 135 6.8
1) Average %y/y 2) %of GDP 3) %of total work force 4) Export and import prices, EUR
Source: Reuters Ecowin and Danske Markets
Macro forecast
Current | Industrial |Unempl . Retail
acc(2),(4) | prod(1) Stfere | TRy
2008 4.1 -1.5 59 84 6.4 04
2009 -1.1 -14.1 9.2 1.9 1.0 6.2 Analyst
2010 0.2 1.1 107 15 0.2 31 o4 512 8071
2011 0.7 6.2 116 3.2 (ORS] 6.7 spra@danskebank.dk
1) Average %yly 2) %of GDP 3) %of total work force 4) Export and import prices, EUR Assistant analyst
Jens Neervig Pedersen
Source: Reuters Ecowin and Danske Markets +45 4512 8548
jenpe@danskebank.dk
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Economic growth

Gross domestic product

100 %)y %y/y' 100 e The Czech economy has
75- - 75 experienced a significant
50. 50 downturn during the global

economic crisis. However, it looks
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Source: Reuters Ecowin and Danske Markets
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Source: Reuters Ecowin and Danske Markets
Investments
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Source: Reuters Ecowin and Danske Markets
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External balances

Exports and imports
50- - 50 o
%y/y %y/y e Exports have dropped significantly
A = during the economic crisis.
30- | - 30 However, as signs of recovery are
20. ) | A . 20 showing in the eurozone, exports
A V N“ \/ " s have begun moving up. We expect
10- | \/l | - 10 .
/',.r V v v \ ".‘ ol exports to contract 14.9% y/y in
0- L\ “,' = 0 2009 and to grow 4.2% vy/y in
-10- .-10 2010.
Export, Czech Republic A/fv
-20- ‘ --20 e Imports have also dropped as
30, .30 domestic demand has suffered.
02 03 04 05 06 07 08 08 10 11 12
Source: Reuters Ecowin and Danske Markets
Trade balance
40- - 40
CZK Bn. e The Czech trade surplus has
30- - 30 expanded during 2009 as imports
50. . 20 have suffered worse than exports.
10- .10 e We expect the trade surplus to
it
0'“| ! | S | ' || 0 as exports are expected to
10 .10 recover faster than imports. Our
forecast is a trade surplus of
20 20 5.1% of GDP in 2009 and 6.4% of
30, | . . . . . .30 GDP'in 2010.
05 06 07 08 09 10 11 12
Source: Reuters Ecowin and Danske Markets
Current account
8-;(5]' % of GDP % of GDP 8-;(5) e The increasing trade surplus in
075 I I I I 075 the Czech Republic will improve
-1.50- --1.50 the current account situation.
2.25- --2.25
-3.00- --3.00 e We expect the Czech current
-3.75- - -3.75 .
450. . .450 account balance to go to zero in
-5.25- --5.25 2010.
-6.00- - -6.00
-6.75- - -8.75
-7.50- - -7.50
-8.25- --8.25
-9.00, - -9.00
05 06 07 08 09 10 11 12

Source: Reuters Ecowin and Danske Markets
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Production and labour market

Industrial production

20- - 20
15 %/ %V 15 o Czech industrial production was
hard hit by the economic crisis as
10- - e foreign demand for Czech
5- -5 products plunged. Better
0- - 0 performance of the Czech
5. . 5 industry in Q4 will be helped by a
10- .10 strong base effect. Further
15. 15 recovery depends greatly on the

recovery in Europe.

-20- --20
25, , . . . . . . . . . .25 e We expect average industrial
02 03 04 05 06 07 08 08 10 11 12 production to fall by 14.3% vy/y

and by 0.4% vy/yin 2010.

Source: Reuters Ecowin and Danske Markets

Unemployment

13- - 13 . ..

% % e The economic crisis has been

12 12 accompanied by rising
11- - 11 unemployment, which continues
10- .10 creeping up each month.

g. 9 o Unemployment is expected to rise

5. g to 9.2% in 2009 and to 10.7% in

2010.
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Source: Reuters Ecowin and Danske Markets
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Wages, prices and retail sales

Wages
225- -225 _ ) o
50.0. %V/y AL S e The d.0\./vnturn in economic activity
and rising unemployment resulted
17.5- -17.5 . .
in slowdown in wage growth. \We
15.0- -15.0 _
expect further slowdown in wage
125- -125 o
growth goinginto 2010.
10.0- -100
75- 7.5 o \We see stabilisation during in Q1
5.0- 5.0 next year and wage growth should
25- 25 start moving up in Q2 next year.
0.0- 0.0 On average we expect wage
257 . . 0 o aa.o- 25 growth at 1.9% y/y in 2009 and
94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 1.5% y/yin 2010
Source: Reuters Ecowin and Danske Markets
Inflation
8- - 8 . . ) . )
. %y/y %y o Despite inflation likely to inch up
at the end of this year, due to a
6 -6 strong base effect from last year’s
5 -5 low oil prices, it will stay at very
4- -4 low levels. On average we expect
3- -3 inflation in 2009 at 1% y/v.
& c e We expect no real inflationary
1 -1 pressures further into 2010.
0- -0 Some upside risks to our average
-1h : : : : : : : : . -1 2010 inflation forecast of 0.2%
02 03 04 05 06 07 08 09 10 11 12 y/y are due to VAT and other
indirect taxes hikes next year.
Source: Reuters Ecowin and Danske Markets
Retail sales
15- - 15 _ _
%y/y %y/y e (Czech retail sales remain weak as
10- - 10 rising unemployment and
stagnating wages put a lid on
5 5 consumers spending.
0- 0 e \We expect retail sales to fall
further well into 2010. We see
> S retail sales on average at -6.2%
. o .
10- .10 y/y in 2009 and 3.1% y/y in
2010.
-15, ! ! ! \ ! ! \ ! --15
02 03 04 05 06 07 08 0s 10 11 12

Source: Reuters Ecowin and Danske Markets
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Disclosure

This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank.
Danske Bank is under supervision by the Danish Financial Supervisory Authority. The authors of this report are
Stanislava Pravdova, Analyst and Jens Neavig Pedersen, Assistant Analyst

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the Danske
Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not
report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all
profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’
Ethical rules and the Recommendations of the Danish Securities Dealers Associations.

Risk warning
Major risks connected with recommendations or opinions in this report, including as sensitivity analysis of
relevant assumptions, are stated throughout the text.

First date of publication
Please see the front page of this research report for the first date of publication. Price-related data is calculated
using the closing price from the day before publication.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It has been prepared
independently, solely from publicly available information and does not take into account the views of Danske
Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financial
instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no
representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from
reliance on it. Danske Bank, its affiliates or staff, may perform services for, solicit business from, hold long or
short positions in, or otherwise be interested in the investments (including derivatives), of any issuer mentioned
herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske
Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory
Authority and is subject to provisions of relevant regulators in al other jurisdictions where Danske Bank A/S
conducts operations. Moreover Danske Bank A/S is subject to limited regulation by the Financial Services
Authority (UK). Details on the extent of our regulation by the Financial Services Authority are available from us
on request. Copyright (C) Danske Bank A/S. All rights reserved. This publication is protected by copyright and
may not be reproduced in whole or in part without permission.
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