THINK economic and financial analysis

ING

Article | 29 November 2024 Czech Republic

Czech consumers shine amid a soft
economic recovery

The Czech economic rebound continues, with the annual growth
dynamic confirmed at 1.3%. The expansion remains relatively tepid,
while solid consumer spending is set to foster inflation. The main
question on our minds right now is whether the growth or inflation
outlook will prove the bigger concern for policymakers

Rising household
consumption was a key
driver of the pick-up in
quarterly GDP

Czech real GDP rose by 0.4% quarter-on-quarter in the third quarter, revised by 0.1ppt upward in
the latest estimate at the cost of a downward revision in the previous quarter. Meanwhile, the
annual dynamics remained unchanged at 1.3%, with household expenditure remaining the main
contributor to the rebound.

Household consumption added 0.7% QoQ and picked up by 2.2% year-on-year. Government final
consumption expenditure shed 0.1% QoQ but increased 3.0% YoY. Gross fixed capital formation
has disappointed, falling 1.2% QoQ and declining by 0.8% YoY. Rising household consumption and
the change in inventories were the main drivers of the quarterly GDP pickup in the third quarter,
while gross fixed capital formation and external demand were a drag.
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Economic performance is not convincing
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The Czech economy had hardly moved from its pre-pandemic levels until the beginning of this
year, when its lukewarm recovery began. This is not a good outcome for an economy that used to
expand by 2.5% on average between 2010 and 2019. Now, who is to blame?

It looks as though it could be the consumer, as household expenditure grew by a solid 2.2% on
average in the decade after 2010 and shrunk by 0.7% annually after 2020. Sure, the pandemic
years dragged consumption into the abyss - but the second hit was due to skyrocketing inflation,
which has hit real purchasing power and real savings of Czech households.

Consumption and investment flipping sides
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In contrast, fixed investment did not perform as poorly post-pandemic, as its annual growth
averaged above 2% in both periods. Meanwhile, households and firms have seen a shift in
dynamics; consumption is driving the current rebound, but firms remain in doom and gloom.
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The question now is who will blink first in the medium term. Will firms enter opportunities for

investment in Czechia and support the economic rebound,

or will their focus be shifted elsewhere,

eventually leaving Czech workers with fewer resources in the long term?

Growth or inflation concerns — which takes the upper hand?

Overall, the dichotomy between strong consumers and the bleak industry continues in the third
quarter, with continued robust consumer spending on the one hand and disappointing fixed
investment on the other. The economic rebound should remain intact in the near term,

but underinvestment represents a serious issue in the longer term. Still, the willingness to spend
will likely turn into some price pressures in the consumer domain, as it will be met by a willingness
to increase final price tags. This may be the case especially given the constrained supply side,

particularly in the service sector.

Policymakers will consider this at their December meeting.

Are growth concerns or potentially

elevated inflation closer to their hearts? The first suggests further monetary policy easing at the
December meeting, while the latter means a pause. The decision will be made under the

current conditions of increased uncertainty surrounding potential tariffs that the incoming US
administration could apply to European imports. Such a move would imply some negative impact
on Czech growth, while the effects on prices are more ambiguous. That said, Czech consumers are
rather sensitive to increasing price tags, so strong inflation could, in turn, undermine growth

prospects anyway.

Household spending rules them all
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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