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Czech economy grew faster in Q1 than estimated, rising by 0.8%, q-0-q, and by 2.9%, y-o-y.

The Czech government approved a reduced 10% VAT rate on books, baby food and medicines, and
the second lower VAT rate is expected to take effect as of January 2015.

The Czech government approved the cancellation of the CZK 30 fee that patients pay for a
prescription and for a visit to a doctor as of January 2015. The only fee that would remain in the
Czech health care system is CZK 90 per visit to an emergency ward.

According to the Czech Statistical Office (CZSO) preliminary data of ‘national concept' in current
prices, the trade balance ended in a surplus of CZK 13,0bn in May 2014, which was by CZK 0.3bn
less y—o—y. Exports and imports grew by 11.8% and 9.9% respectively, y—o—y.

Further, industrial production increased at constant prices by 2.5% in May 2014, y-o-y. Working
days adjusted industrial production increased by 5.0%. Compared to the previous month,
seasonally adjusted industrial production was lower by 1.5%. The value of new orders increased
by 8.7%, y-o-y.

According to the Employment Office, unemployment in the Czech Republic (CR) dropped by 0.1%
m-o-m to 7.4% in June thanks to seasonal work and a recovery of the Czech economy.

According to the CZSO, Czech consumer prices stagnated in y-o-y as well as m-o-m comparison in
June after rising by 0.4% annually in May.

The CR’s state debt fell by CZK 82m to CZK 1,683bn in Q2 and it decreased by CZK 35m against
the end of the year.

The Czech Finance Ministry plans to issue bonds worth almost CZK 671bn, of which over CZK
192bn would be used to cover the budget deficit for this and last year, according to a bill on a state
bond programme whose wording has been published on the government's website.

Czech passenger car output rose by 10.3% to 634,913 units in H1 2014. Skoda raised output by
24% to 391,844 units. Hyundai produced 159,980 cars, up by 3% year-on-year. TPCA, on the other
hand, registered a decrease by 20% to 83,089 cars. For the entire 2014, the association expects
total passenger car output to reach 1.18 million units, which would be the second biggest result
after record-high figures in 2011.

State investment incentives were provided to 84 foreign companies in H1 this year, thanks to
which 10,000 new jobs can be created, Industry and Trade Minister Mladek said

The total amount of investment of South Korea's Hyundai Mobis in the construction of a plant in
Mog$nov, north Moravia, will reach CZK 4bn, Industry and Trade Minister Jan Mladek (Social
Democrats, CSSD) said.

According to the CZSO, overall confidence in domestic economy decreased slightly in July. The
composite confidence indicator decreased slightly by 0.7 points compared to June. Confidence of

entrepreneurs decreased by 1 point, m-o-m. Among entrepreneurs confidence increased in trade,

1 Y-o0-y year-on-year; Q-o-q quarter-on-quarter; M-o-m month-on-month; Q — Quarter; H — Half of year



in construction increased slightly; in industry and in selected services decreased. Consumer
confidence indicator increased slightly. Composite confidence indicator, entrepreneurs confidence
indicator and consumer confidence indicator are higher, compared to July 2013.

28 The Czech Finance Ministry revised its economic growth outlook for this year up to 2.7% in its
latest forecast from 1.7% in April forecast thanks to better-than-expected development in Q1.

31 According to the Ministry of Industry and Trade (MIT), new sanctions should only have a very
limited impact on the Czech economy and the MIT will continuously monitor, analyse and
evaluate them.

The Czech National Bank Board decided to postpone the exit from the interventions regime until
2016.

Vitkovice Steel, formerly Evraz Vitkovice Steel, will close its Ostrava plant by September 30, 2015
at the latest, spokesman Jaromir Krisica said.

Aug1l Skoda Auto posted an operating profit of EUR425m in H1 2014, up by 74.9% y-o-y. Its revenue
rose by 20.3%, to a record of EUR 6bn.

5 PM Sobotka said the Czech government is not going to privatise postal services operator Ceska

posta.
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(1) According to the refined estimate, the gross domestic product (GDP) for the Q1 2014 adjusted for price
effects and seasonally adjusted increased by 2.9%, y-o-y, and by 0.8%, q-0-q. The GDP development
was positively influenced by increasing domestic and foreign demand as well as very low comparison
basis of the last year. Unemployment rate remained unchanged at 7.4% in July, showing y-o-y decrease
of 0.1%. Y-o-y growth of industrial production continued in June and external trade grew y-o-y both in
exports and imports. Consumer prices in June increased by 0.2% compared with June, 0.5% y-o-y.

(2) Exchange rate remains around CZK 27.5/EUR. 10-year Government bond yields are around 1.5%.
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According to the Ministry of Labour and Social Affairs, unemployment in the Czech Republic stagnated at
June's 7.4% in July 2014 and the number of vacancies has been growing for several months in a row reaching
an increase by almost 10,904 year-on-year in July.

Employment offices registered 541,364 job seekers in July. There have been 10.6 job seekers for one
vacancy at average, the highest amount being in districts of Usti nad Labem (40.5), Sokolov (36.2),
Karvina (34.8), Bruntal (30.9) and Hodonin (29.0).

Figure 1: Share of unemployment in the districts as of 31st July 2014 (%)*

|l upto4.99
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The situation on the labour market was influenced by seasonal work and economic recovery. In the months to
come, unemployment is expected to stagnate or slightly increase at most as school-leavers will arrive on the
labour market and seasonal work will gradually end. Unemployment has been falling since January and it is
not expected to reach last year's levels, even if increased.’

! Employment Office of the Czech Republic, 8/8/2014
2 Ministry of Labour and Social Affairs, Information on Unemployment in the Czech Republic by July 31, 2014. 8/8/2014.
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Based on quarterly published data, the employment rate in Q2 2014 reached 68.7% and grew by 0.9% y-o-y,

in the Czech Republic, while the general unemployment rate of the aged 15-64 years declined by 0.7% y-o-y

and was 6.1%.

Figure 2: Employment rate and General unemployment rate of people aged 15-64, 1993-2014 (Q1)*
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® Czech Statistical Office, Press conference: Labour Market (1993-2014), 4/8/2014.

Employment rate is indicator showing the share of the employed persons in the age group 15 — 64 years.

General unemployment rate is indicator showing the share of the unemployed in the labour force (that is in the total
number of the employed and the unemployed, only economically active persons) in the age group 15 — 64 years.

Share of unemployed persons is indicator showing the share of unemployed persons in the age group 15 — 64 years
(including economically inactive persons).
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In 2013, total of domestic and foreign direct investment (FDI) mediated by Czechinvest' reached CZK
47,949.38 million and it will help to create 10,519 jobs in the Czech Republic. Most of the new jobs will be
offered in the vehicle manufacturing sector, mechanical engineering sector and rubber and plastics sector,
which are also sectors with the highest investment. The investment incentives reduce unemployment
especially in the South Moravia, Central Bohemia, Plzefi and Usti nad Labem Regions. Moravia-Silesia,
South Moravia and Pardubice Regions were regions with the highest investment volumes.”

Table 1: TOP3 domestic and foreign direct investment by sector, number of projects, volume and jobs
created, 2013

_ Investment in CZK million Number of projects Jobs created

Vehicle manufacturing 12,503 34 3,825
Mechanical engineering 8,289 18 1,330

Rubber and plastics 7,280 9 1,516

Graph 1: FDI by Country of origin (volume in million CZK), 2013
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! Czechinvest is a Business and Investment Development Agency of the Ministry of Industry and Trade.
2 CzechInvest, 31/7/2014. Annual Report 2013.
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Automotive and other transport equipment industries remain key drivers of FDI. The Czech Republic with
19 projects ranked 3rd place in Europe behind Germany and United Kingdom in the number of FDI in the
automotive industry.?

German companies were the largest investor in the Czech Republic both in volume and number of jobs
created.’

In 2013, Czech companies invested CZK 7,327.78 in the Czech Republic, which means that the domestic
companies were the second largest investor as far as the investment volume is concerned. Thanks to this
investment, 861 jobs can be created.’

Domestic companies or domestic branches of foreign investors, who came to the Czech Republic some time
ago, were the most active investors in the Czech Republic. More than 75% projects mediated by the
Czechlnvest were expansions.

Table 2: TOP5 domestic and foreign countries with the highest number of projects, 2013

Country Number of projects

courery
23
20
10
wpen ;
Swigend ;

Central and Eastern European countries struggled with a decline in FDI decisions when, for example, the
financial crisis of 2008 reduced the number of projects by Western European automotive companies or
shared services outsourcers. Although the investment attractiveness of the Czech Republic has been
declining since the above mentioned crisis, the decline is not as substantial as in other Central and Eastern
European countries among others due to geographic proximity and strong economic connection to its
neighbor Germany, which received an improved investor sentiment as a reflection of the proven business-
friendly attitude and relatively stable economic outlook.®

The Czech Repubilic still remains in the TOP15 most attractive investment destinations - 11th in number of
jobs created (+2% y-o0-y) and in 14th place in the number of investment projects (-6% y-0-y) in the European
ranking.’

* EY's attractiveness survey Europe 2014 Back in the Game, p. 21.

* EY's attractiveness survey Europe 2014 Back in the Game, p. 18.

> CzechInvest, 31/7/2014. Annual Report 2013.

® EY's attractiveness survey Europe 2014 Back in the Game, p. 3, 12, 18

7 Czechlinvest, 23/7/2014. Foreign investment at historic maximum in Europe.
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Table 3: Investment by Countries 1993-2013

Volume of Investment Number of Proie New Created
(mlin. CZK) ) Jobs

180,753 281 48,967
Czech Republic 164,361 1,424 50,897
[Japan | 100,923 109 25,625
jlusa | 64,839 165 31,264
Belgium, Luxemburg,
Netherlands 50,219 87 14,614
47,592 21 8,703
Austria, Switzerland 41,776 79 8,263
[France 31,173 39 9,776
Italy, Cyprus, Spain 25,831 67 7,839
Ireland, Great Britain 25,297 95 14,758
Denmark, Finland, Sweden, 20,846 42 6,880
Norway
14,132 10 4,047
11,607 25 18,037
I 7,069 12 1,161
China, India 5,109 15 3,035
Poland, Slovakia, Russia 3,487 10 653
795,015 2,477 254,519
Graph 2: FDI by Country of origin and volume (in %), 1993-2013
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