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Czech GDP growth slows in 2Q
The first estimate of GDP growth in the second quarter slipped to 2.3%
year-on-year (0.5% quarter-on-quarter). A weaker print below 3% was
expected due to the base effect so this is no game changer for our 2018
outlook or the central bank's monetary stance

Domestic demand was main growth driver
The preliminary GDP estimate does not include any detailed information about the structure of
growth. The Czech Statistical Office just stated that: "Domestic demand continued to be crucial for
the positive development of the economy. The following contributed the most to GDP growth:
consumption expenditure of households followed by investment expenditure of companies. Also,
external trade positively contributed to GDP." For more information, we need to wait until the end
of August, when more details will be released.

Czech GDP growth (%)

Source: CZSO, ING Bank

Weaker than expected print might be due to weaker investment
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The main message seems to be clear. Czech economic growth was driven by domestic demand,
mainly by household spending and corporate investment. This was generally expected, but the
weaker-than-expected result for 2Q (the Czech National Bank and Ministry of Finance were
expecting 2.6% growth) suggests that investment activity might be weaker than previously
thought, which could be due to weaker government investment. This is typical uncertainty in
recent GDP prints due to the slow tapping of EU funds. A slightly weaker GDP figure due to weaker
investment would not be a surprise.

Though a weaker result, QoQ dynamics matched the previous quarter
While YoY growth decelerated significantly in 2Q18, this was due to the base effect. From a QoQ
perspective, the economy grew at a similar pace as 1Q18, at 0.5%. We expect that economic
activity will slightly accelerate in coming quarters and total GDP growth will reach 3% this year.
Growth this year will be weaker than last mainly due to the negative contribution of net exports.
Stronger domestic demand combined with import-intense investments will push up imports while
a stronger koruna and slightly weaker foreign demand will undermine exports.

What it means for policy
This is no game changer for the Czech National Bank and its recent monetary stance, in our view,
as the labour market remains overheated, wages are accelerating, consumption is strong and proinflationary factors are gradually mounting.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) 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.
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