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Introduction

The past year has been the most difficult period for the Czech economy since the start
of transformation in 1991. The continuation of serious imperfections in corporate
stability and corporate governance, the protection of legal and contractual rights of
economic entities and the stalled reform efforts, as well as recent expansive financial
development, resulted in serious macroeconomic imbalance. This in turn generated
an even greater decline in economic growth and, along with political instability and
financial crisis contagion from abroad, caused turbulence on the foreign exchange
market. As a result, central authorities were urged to correct fiscal policies and to
restore the pace of reform efforts.

In this situation, the Czech National Bank abandoned the fixed exchange rate regime
which had served as an effective nominal anchor in the economy for many years.

The sudden, positive reversal of the trend toward deepening macroeconomic
imbalance that followed surprised many observers. This reversal was not only the
result of economic policy measures, but also a series of favourable internal and
external factors.

Financial restriction, however efficient or successful it might have been, was just a
passive adjustment of domestic demand to the structural defects in the economy.
Progress in removing supply barriers is one task that must continue to be dealt with in
the future.

After abandoning the fixed exchange rate, the Czech National Bank changed its
strategy at the end of last year and switched from monetary to direct inflation
targeting. At the same time, it announced its medium-term and short-term inflation
targets.

This change to an anti-inflation strategy is aimed at keeping the Czech National
Bank's legal objective intact, i.e. ensuring the stability of the currency, even under
new economic conditions. Transparency, openness and credibility which are
inseparably linked to the CNB's disinflation obligation and its fulfilment are feasible
means to achieve this objective.
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A.T

REPORT ON MONETARY POLICY AND MONETARY DEVELOPMENT



SUMMARY

In past years, the imbalance in the Czech ecenemy had expanded, particularly in the
external secter. In 1997, this lenger-term trend was replaced by gradual imprevement.
The preblem ef rapidly grewing demand in the ecenemy, which was net
accempanied by adeguate grewth in demestic supply and was levelled off by
increasing imperts, was apparent as early as 1994 and substantially accelerated in
1996. Hewever, in 1997, this develepment experienced a turn.

In @1, trends frem previeus years still centinued. Demestic demand’s |leas ever
demestic supply resulted in a edeepening eof the current acceunt deficit, which
acceunted for 8.6% of GDP in @1. Nevertheless, the keruna appreciated at the
beginning ef the year within the existing fluctuatien band due te shert-term capital
inflew, particularly Eurebend keruna issues. The strengthening ef the keruna gained
mementum in February (+5.5% abeve central parity).

The May publicatien ef statistical data en ecenemic develepment, widening ef the
trade deficit ane a decline in experts resulted in a change in the fereign invester
ratings ef the Czech ecenemy and the adequacy eof the keruna exchange rate level.
This was mirrered in a grasual cerrectien ef the exchange rate within the existing
fluctuatien band. The negative menetary expectatiens alse affectes slemestic entity
decisien-making which led beth te a rapie increase in balances en fereign currency
acceunts (particularly in April and May) and te increased demand fer impertes geedls.

The April gevernment measures’ invelving primarily state buelget expenditure cuts
were feund insufficient by investers. In additien, invester hehavieur at that time was
affected by the financial crisis in Seutheast and East Asia. In mid-May, the crisis of
fereign invester, demestic bank, business and heuseheld cenfidence in maintaining
the keruna exchange rate within the existing fluctuatien bane gained mementum. The
keruna came under pressure frem investers resulting in the heavy sale of keruna
assets and the purchase eof fereign exchange assets. In the cenditiens of a liberalised
ecenemy and substantial internatienal market influence en the keruna exchange rate,
it was necessary te take precautiens against higher depreciatien of the currency and
inadegquate develepment ef funedamentals. Therefere, the CNB started te dlirectly
intervene en the fereign exchange market and adepted further menetary measures
which limited the extent of the refinancing of cemmercial banks and restricted fereign
entity access te the sdlemestic meney market.

When the first attack en the keruna faded away, the CNB, after agreement with the
gevernment, cancelled the existing fluctuatien bandl, the keruna’s link te the twe
currency basket (USD/DEM) en May 27 and intreslucesl the fleating regime erienting the
keruna te the DEM. The keruna exchange rate eecreased and fellewing certain
deviatiens in beth directiens, it stabilisesl in @3 at a level reughly 10% lewer than
eriginal central parity. The calming ef the situatien en the fereign exchange aned meney
markets facilitatesl a graslual interest rate resductien anel easing of the extraereinary
menetary measures. The restrictive nature of menetary pelicy remaines unchanges.
Real interest rates fluctuated at reughly the same level as prier te the May events.

The restrictive menetary pelicy centributed te a substantial decrease in the grewth ef
keruna credlits previded te the business secter. In essence, starting in May, their
ameunt stagnates er slightly fell. The restrictiveness of menetary pelicy was alse
decumented by meney supply grewth in the secend half which fluctuated areund
8.5% year-en-year.

1/ Ecenemic pelicy cerrections and ether transfermatien measures adepted loy the Czech gevernment en April 16, 1997



The gevernment backesl the stabilisatien precess by aslepting gevernment measures? in
June. These measures embedied further cuts in gevernment expenses (everall te
CZK 42 bn, including the cuts in April), a restriction en wage increases in busegetary
erganisatiens, initial steps tewarals legislation imprevement, capital market eversight, etc.

Changes in ecenemic pelicies (tightening ef buelgetary, inceme and menetary
pelicies, and the keruna cencurrently weakening), aleng with the recevery of demand
in Western Eurepe, led te a gradual resteratien of macreecenemic equilibrium. The
mest significant results were a gradual decline in the share of the current acceunt
deficit in GDP (te 6.1%), bringing the share of capital gress creatien in GDP gradually
cleser te the share of gress demestic savings in GDP and an imprevement in the
relatienship between the real wage and labeur preductivity grewth rates. A smaller
gap between the creatien and use of GDP was a result of the decline in all the basic
segments of dlemestic emand and of the relatively fast grewth in external demand
with a cerrespending respense frem semestic preslucers.

Expert grewth strengthened in virtually all of the cemmedlity greups. Its relatively high
elynamics (in real terms, up by 14.3% against 2.5% in 1996) was a result of the effect
of several facters: grewing demand in Western Eurepe, the beginning ef preductien
frem earlier implemented investments, particularly frem businesses with fereign
ewnership interest, weakening ef the keruna exchange rate (especially fer
cemmedlities with a lewer degree of precessing), a decline in demestic demand and,
partially, the restered dlemand fer investments in fermer eastern bleck ceuntries. A
rapiel expert increase eccurring cencurrently with a slewedewn in impert grewth (in
real terms, by 2.9 peints against 1996, as a result of the measures curbing demestic
demand and keruna depreciatien) led te an abselute decline in the trade deficit andl
the current acceunt deficit fellewing lenger-term grewth in the external imbalance.

Crewing demestic presducer expert activities were the main facter ef gress slemestic
preduct grewth; industrial preductien in pre-expert branches grew the fastest.
Hewever, in general, the ecenemic grewth rate in 1997 slewed te 1% (against 3.9% in
1996) due te preblems related te incemplete restructuring ef the manufacturing secter
(including ewnership relatienships and the preblem ef effective cerperate gevernance
cennected with it), the July fleedls and partially alse a decline in demestic demandl.

The restructuring precess varied in individual branches. This aleng with the
ecenemic cenditiens in 1997 affecting the perfermance of the manufacturing secter,
led te grewing differentiatien in gress demestic preduct generatien by individual
branches. Restructuring ef the ecenemy and pressure te reduce expenses manifestesl
themselves alse in the decline of empleyment and an everall increase in the
unempleyment rate which in December 1997 ameunted te 5.2%, against 3.5% at
the clese of 1996.

The influence of demestic demand en inflatienary develepment was eutstripped by
changes in regulated prices and keruna eepreciatien. Inflatien was predeminantly
affected by the changes in regulated prices, and in additien, its grewth was festered
by keruna weakening. The year-en-year censumer price index ameunted te 10% at
the end of the year. Higher inflatienary pressure was mirrered in a higher increase in
industrial presucer prices (by 1.3 peints te 5.7%).

In the area of menetary pelicy, the intreduction of the keruna fleating exchange rate
resulted in the less of the neminal ancher in the ferm ef the keruna fixes exchange
rate, and thus its pesitive influence en the main target of CNB menetary pelicy -
reducing inflatien. This necessitated a change in menetary pelicy strategy, and

2/ The Principles of the Czech Gevarnment Budget Stabilisation Pregramme (June 1997)



therefore, since 1998, the strategy of direct inflation targeting has been adopted. The
need for this change was also indicated by Q4 development, which had been affected
by repeated deepening of the financial crisis in Southeast Asia and tension in the
domestic political arena; these events were reflected in pressure on the koruna
exchange rate, once again inducing uncertainty about future economic and monetary
developments.

In general, 1997 can be characterised as a year in which the macroeconomic
imbalance, which had led to external deficit growth, stopped expanding. The
conditions for this situation were laid down by the change in economic policy. The
external imbalance started decreasing, and labour productivity and average real wage
were approaching the same level. The continuation of this process and in turn, the
restoration of economic growth on a long-term basis will require cautious fiscal and
wage policies, strengthening of the institutional framework and continued progress in
restructuring.



I. DEVELOPMENT OF THE CZECH ECONOMY

Growth in domestic demand gradually weakened during the first three quarters of 1997; in @4, the year-on-year
decline was low. In absolute terms, overall domestic demand was slightly below the 1996 level. This fall was
mostly attributable to a decline in gross fixed capital creation and, in the second half, also in public consumption.
In contrast, household consumption increased in annual terms, although it registered a moderate absolute decline
in the second half. At the same time, external demand substantially increased. Economic growth in 1997
continued to decelerate (GOP growth rate of 1%) due to continuing problems, following from incomplete
restructuring of the manufacturing sector including corporate governance, the effects of the July floods and to a
certain extent also due to a decrease in domestic demand. @nly industrial production growth was relatively
favourable, generated by significant export growth from @2. In the second half, the relationship between labour
productivity and real average wage improved due to the declining growth rate of nominal wages and to a certain
increase in labour productivity (accompanied by an unemployment rise). The financial performance of businesses
slightly deteriorated. The unemployment rate constantly grew (5.2%)%, and the situation on the labour market
worsened. Inflation moderately accelerated compared to the preceding year, mostly generated by rising regulated
prices; at the same time, net inflation declined due to slower food price growth.

I. 1. Demand

Demestic demand in 1997 was characterised by a gradual decline in all its basic ~ Demestic demand fell year
cempenents. The mest marked decline was registered fer investment demand (ca.  en-year

55% ef the everall decline) and public demand which experienced an abselute

decline in year-en-year terms; heuseheld censumptien, which increased in the first

half ef the year, was falling in abselute terms in the secend half. The everall year-en-

year decrease of dlemestic demand by 0.4% (against 8.5% grewth in 1996) mestly

resultesl frem restrictive menetary pelicy and state buelget cuts aimes at meserating

the imbalance between demestic supply and demand (this imbalance was the main

reasen fer the external imbalance of the Czech ecenemy and, te a certain extent, alse

an internal inflatienary facter).

The influence of the individual segments of demestic demand was in this situatien
mere significantly affected by decelerating real inceme grewth (including wage
incemes, particularly in the public secter), the |level of interest rates reslucing the
availability ef keruna credits, lewer gevernment expenditures, mainly fer its ewn
censumptien, ane investment activities of the public secter. These develepments were
alse festered by keruna eepreciatien, a slewing ef fereign capital inflew and the
slightly deterierating ecenemic perfermance eof businesses, as well as the expectatiens
of beth demestic andl fereign investers.

At the same time, strengthening grewth en fereign markets, the weakening ef the  External demand grewth
keruna anel seme results of the investment heem frem past years which premetesl an  strengthened

increase in petential eutput were faveurably reflected in a renewal of the grewth rate

of real exports of goods and services’ (up by 10.2% against 5.4% in 1996) which

thus became a deminant impetus of ecenemic grewth in 1997. External demand

grewth faveurably affected aggregate demand which increased by 3.3% in year-en-

year terms.

A fall in demestic demand and the reductien in the external imbalance te fellew was Demestic demand
a gradual precess during 1997, which can he divided inte twe stages. While in the  weakened mere
substantially in the secend

half ef the year
3/ The unempleyment rate recerded as of the end of 1997.

4/ Accerding te GBP methedelegy



The share of the trade
deficit in GDP was
significantly reduced

first menths ef the year, the external imbalance strengthened despite a slight decline
in demestic demand (due te a mere marked fall in GDP creatien), in @2, the trend
changed te a certain extent, mainly as a result of a year-en-year decline in fixes
capital creatien; this alse helped reduce external deficit growth during the first six
months of the year. A mere marked break in demand trends and alse in the external
imbalance eccurred in the secend half ef the year, when the external imbalance
decreased in abselute terms evidently due te a fall in demand. In additien te the three
basic cempenents of demestic slemandl, steck sevelepment (which will be explained
later) andl external demand recevery had alse centributed te this sevelepment.

Changes in macroeconomic indicators compared to the same period of 1996 #

Indicater 1st half 2nd half
Demestic demand increase (CZK in bn, censtant prices) 15.7 -20.7
Censumptien increase (CZK in bn, censtant prices) 14.8 -7
Capital creatien increase (CZK in bn, censtant prices)4.5 -21.7

GDP increase {(CZK in bn, censtant prices) 52 Lo
Change in balance eof experts and imperts

{CZK in bn, censtant prices) 10.5 -27.9
GDP year-en-year change in %, censtant prices (1997) 0.9 1.1
Demestic demand, yearen-year change in %,

censtant prices (1997) 2.4 2.8
Share of net experts in GDP in %, censtant prices (1997) 93 7.5
Exchange rate CZK/DEM 17.6 18.9
1Y PRIB@R in % 13.6 15.7

The dependence of demestic demaned on fereign reseurces was thereby censislerably
reduced; the trade deficit as a percentage of GDP, which reached a maximum ef
11.7% in the secend half of 1996, fel| te ca. 7.5% in the secend half of 1997 and was
2.3 peints lewer than in the first half of 1997.



Increasing external demand
was decisive for GDP
grewth

External demand was a deminant facter eof grewth in 1997, while all cempenents of
demestic demand registered an everall decline, as demenstrated in the fellewing chart.

Household consumption grew as well, theugh at a lewer pace than in the preceding  Heuseheld censumption
year (by 5.4 peints te 1.6%). Hewever, when evaluating heuseheld censumptien  grewth was replaced by an
trendls, it is mere impertant te censiser the develepments eluring the year, which abselute decline in the
indicate a turn in the existing trend: frem the secend half ef this year, the upward Secanidl ek

trenel was replaced by an abselute decline.

This eecrease in heuseheld censumptien was largely influenced by eecelerating  Drepping heuseheld
grewth ef nominal wages and incomes (the existing clese tie between incemes and  incemes affected heuseheld
censumptien) elue te restrictions in the public secter anel te pressures en wage restraint ~ C®"sUmeten

in the business secter (changes in ewnership relatiens, the deterierating perfermance



Public consumption fell in
absolute terms

Investment reduction was
the result of many factors

Stock developments were
affected by expectations at
the turn of 1996 and 1997

The economic growth rate
decreased

GDP creation differed in
the individual industries

of some businesses, etc.). The stagnation of household consumption was also affected
by unemployment growth and by the July floods. The decreasing growth rates of
nominal wages and incomes, together with the acceleration of price growth in the
second half of the year, further narrowed the space for real consumption growth.

A substantial reduction in public consumption resulted from austerity measures
following from corrections of government budgetary intentions adopted in April and
July; this downward trend was noticeable as early as Q2.

The development of gross fixed capital creation (4.9% decline) was influenced by
various factors. A reduction in government investment accounted for about 50% of this
decline. The deteriorating financial position of businesses during the past three years
was also reflected in investment development. The ratio of gains and implemented
investments in non-financial businesses and corporations continued to decline
(accounting for about 60% of overall implemented investments); another sign of
deterioration was a decrease in business deposits in 1997 against 1996. A gradual
decrease in internal resources was accompanied by worse availability of credits due to
interest rate growth.

Depreciation of the koruna led to a rise in the prices of investment imports which also
reduced the amount of space for real investment growth. The introduction of the
floating exchange rate (and partly also expectations of further depreciation) resulted in
deteriorating terms for using foreign credits. The insufficiently transparent capital
market and unfavourable investor expectations were reflected in a reduction of
foreign capital inflow. Demand for investment also fell on the part of the financial
sector as a result of its considerable saturation and the worsening financial situation of
this sector. The completion of large investment projects (desulphurisation equipment
for thermal power plants, Skoda Mlada Boleslav, Telecom investments, etc.) was not
followed by any newly initiated projects of a similar extent.

According to CNB estimates, changes in stocks in 1996 and 1997 were generated by
the expectations of a change in the koruna’s exchange rate resulting in speculative
purchases of stocks by domestic investors as early as the end of 1996. In contrast, the
year 1997 was characterised by drawing on stocks, which also helped reduce
domestic demand. A certain rise in stocks occurred only in Q4 (particularly
December) due to the fact that domestic businesses purchased imported goods in
advance. Overall stock development contributed to a certain extent to relatively good
results in the balance of payments in 1997.

I. 2. Production

During 1997, economic growth continued to decelerate, and the real GDP growth rate
was 1%. The decline on the supply side was a result of the ongoing problems following
from the incomplete restructuring of the production sector including ownership relations
(inefficient corporate governance, etc.) and the consequences of the July floods.

The achieved rate of economic growth indicates that the investment boom which took
place in the last years of transformation has not been reflected in increased GDP
growth. At the same time, the developments in 1997 had, in some cases, illustrated
the positive impact of earlier investments on economic performance growth. This was
particularly obvious for investments which helped accelerate exports in 1997.

Developments in the individual industries of the economy were quite varied which
was a sign of the different sensitivity levels of these industries to a decline in demand
as well as their different adaptability to more demanding economic conditions



including cempetitiveness on fereign markets. Value adeed creatien in current prices
grew in mest industries, but the data in censtant prices (accerding te CNB estimates)
mestly signalled a decline; grewth was festered enly by seme industries, particularly,
accerding te weight, the manufacturing industry anel cemmunicatiens.

Grewth ef natienal ecenemy labeur preductivity was relatively faveurable mainly sue
te declining empleyment. Its grewth was accempanied by substantial industrial
differentiatien, which, hewever, resulted frem substantial differences in the grewth rates
of value added between industries. The lead of average real wage over labour
productivity was euite significant in @1 aned @2, decreasing in @3, and in @4,
preductivity teek the lead. This eevelepment resulted frem a cembinatien eof wage
restrictions anel seme grewth in labeur preductivity sue te secreasing empleyment.

Imprevement in the relatienship between real wage and labeur preductivity in
1997 against 1996 was alse reflected in the better cempetitiveness of firms, i.e. in
a mederate eecline in unit wage costs. This decline was predeminantly generated
by a slewedewn in wage inceme grewth, which was, nevertheless, still relatively
high.

Cempared te the preceding year, the grewth eof industrial production drepped (te
4.5%), but was still relatively high (weak grewth in the first half was replaced by
relatively streng grewth in the secend half). This grewth was, hewever, accempanied
by substantial branch differentiatien.

The expert-eriented branches expanded (electrical and eptical appliances and
transpertatien means), while these unable te face fereign cempetitien even en the
demestic market experienced stagnatien er even a decrease (the textile and clething
industry andl the leather indlustry). During the year, develepment in beth ef the greups
of industries centinued in different eirections. Substantial grewth was alse registered
in ceke preductien and eil refining which beleng te the ineustries that are largely
respensible fer the relatively satisfactery grewth in industry as a whele.

Due te a range eof unfaveurable facters, construction eutput drepped by 3.9%
cempared te the preceding year. This fall was breught abeut by weaker demand in
virtually all secters, and particularly in public investment.

Fellewing stagnatien in 1996, gross agricultural production fell by 5.9%. @ne of the
majer develepments in 1997 was the substantial decline in livesteck preductien (by
8.4%). Crep preductien, with cemmedlity differentiatien, fell by 2.9%.

in @4, preductivity grewth
eutpaced real average wage

Unit wage cests slightly fell

Industrial preductien
increased by 4.5%

Censtructien eutput
substantially receded

Agriculture alse registered
a decline in preductien



Real retail sales grewth was
slew

The financial perfermance
of nen-financial
erganisatiens deterierated

State preperty privatisatien
did net make much
pregress

10

The fall in overall sales in the trade industry’/ was euite significant, 10.2 peints
against 1996, i.e. te 1.9%. This was mainly attributable te ratail salas®, whese grewth
rate drepped by 8.7 peints against the preceding year. Sales and repairs of meter
vehicles registered slewer grewth, and sales in catering and accemmedatien services
decreased. This decrease can primarily be attributedl te lewer grewth rates of real wage
incemes, secial incemes and alse increasing unempleyment and rises in ether
heuseheld expenditures (insurance premiums, high interest payments en mertgage
leans). Anether reasen fer the decline in petential heuseheld demand in 1997 was alse
increasing interest in using dispesable funels in ether ferms (real estate, etc.).

Value adeded in transport drepped mestly sue te an everall weakening ef ecenemic
activity. In centrast, communications registered censiderable grewth, resulting largely
frem radical expansien ef beth the fixed and mebile telephene netwerks. Real eutput
of other market services as well as of the services secter stagnated alse due te weak
ecenemic activity.

The unfavourable financial performance of non-financial organisations and
corporations in 1997 came te a halt at the endl of the year. The gress prefit fer 1997
as a whele rese by 5.9% cempared with 1996. @verall cest grewth exceeded that ef
revenues, particularly sdue te higher grewth ef intermediate censumptien. This was
partly affected by extraerdinary expenditures caused by the fleeds. The number of
less-making erganisatiens drepped by less than 5% cempared te 1996, and the
prepertien ef such erganisatiens in the everall number of erganisatiens remained
virtually unchanged at apprex. 39%. @ualitative financial indicaters eeterieratesl
against 1996; the prefitability ef cests slightly fell by .85 peints, ane material cests
increased by 0.5 peints.

1. 3. Privatisation

In the privatisatien precess, ne substantial changes eccurred in 1997. The
privatisatien ef smaller entities centinues, ane cenditiens were created in strategic
cempanies fer future privatisatien. The number of strategic cempanies during 1997
drepped by 14, either because of lesing strategic impertance er because of cempletesl
privatisatien. A tetal ef 42 strategic cempanies are still registered in the NPF
(including feur majer banks).

Mest attentien was given te the privatisatien ef the hanking secter. In the CR,
60 banks were eperating at the end of 1997 (including ten banks witheut licences), of
which, feur banks were under censervatership. State stakes determined fer
privatisatien remained virtually at the same level. A majer part of the assets was still
cencentrated in the feur largest banks with substantial state participatien, i.e.
Kemercni banka, a.s. (state participatien ef 48.74%), Ceskda spetitelna, a.s. (45%),
Investi¢nf a Pestevni banka, a.s. (31.49%) ane CS@B, a.s. (19.59%). Negetiatiens en
the privatisatien ef these stakes and thereby the actual denatienalisatien ef these
cemmercial banks disl net make much pregress during 1997, with the exceptien eof
IPB, a.s. where intensive negetiatiens teek place with Nemura cempany in the
secend half of the year.

Frem the start of the privatisatien precess, the NPF has accepted 6,356 privatisatien
prejects with eequity capital ef privatised entities ameunting te CZK 928.5 bn, and
privatisatien ef 5,877 entities was cempleted with equity of CZK 904.4 bn; in 1997,

5/ i.e. including repairs of censumer geeds, sales and repairs of meter vehicles and sales of fuels.
6/ Retail sales represent ca. 78% of everall sales in the trade and catering industry.



privatisatien ef 583 entities was cempleted. As of the end of the year, 479 prejects
with equity capital of CZK 24.1 bn were still in pregress. The state represented by the
NPF had in its pertfelie 610 cempanies with equity capital of CZK 358.8 bn. The
NPF’s share was 53.4%, i.e. CZK 193 hn.

I. 4. The Labour Market

Accerding te a CNB estimate, employment” dreppes by 0.9% as ef the end of 1997.
Besides reflecting gevernment austerity measures in erganisatiens financed frem the
state bueget (ca. 16% ef everall empleyment), empleyment sevelepment alse reflects
the financial preblems ef businesses, resulting in an effert te resuce wage cests.
Empleyment develepments varied fer each industry.

The unemployment rate censtantly increased sluring the year, with the exceptien of a
seasenal decrease in February and March. Unempleyment develepment was largely
affected by the everall slewsdewn in ecenemic grewth andl alse by the centinuatien ef
restructuring and efferts te resuce presuctien cests which led te reducing the number
of jehs. A certain negative rele in seme parts of the districts (micreregiens) was alse
played by inadequate transpertatien services which prevented businessmen andl firms
frem investment and wersened the availability ef jebs. Unempleyment grewth in the
regiens of Nerth Meravia, Seuth Meravia and alse partly in Nerth Behemia was
affected by the July fleedls.

As of the end of 1997, the unempleyment rate was 5.2%, andl labeur effices registered
268,900 unempleyed persens. This was the highest number te date, and cempared te
the end of 1996, it meant an increase of 82,600 persens ane 1.7 peints fer the
unempleyment rate. The seasenal adjustment of the unempleyment rate effected by
the CS@ shews a centinuing upward trend in the unempleyment rate, but the pace eof
grewth is mederately declining.

7/ i.e. average numhers

Empleyment in the natienal
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The situatien en the labeur
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and skills differences
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The censtant grewth in unempleyment resultesl in deterieratien of the situatien en the
labeur market. Cempared te the preceding year, the number of vacancies drepped by
ca. 21,600 which was reflected in a grewing number of persens per vacancy frem
2.2 persens at the end of 1996 te 4.3 persens at the end of 1997.

The deterierating ratie between supply and demand fer labeur was alse reflected in
the deepening difference of this ratie frem the peint ef view ef skills structure.
Persens with basic educatien er apprenticeship skills have censistently had difficulties
finding jebs, but during the year, this preblem affected alse grasuates with eegrees in
ecenemics er the humanities. With respect te labeur demandl, the demand fer skilled
craftsmen still deminatesl.

1. 5. Prices

In December 1997, year-en-year CPI inflation¥ reached 10% and the annual
inflation rate, 8.5% . Inflatien was 1.4 peints higher than last year slue te mere rapisl
grewth in regulated prices (their share in inflatien was 1.4 peints higher than 1996).
At the same time, net inflation'? fell by 0.3 peints in year-en-year terms. This was a
result of several facters, especially faveurable feed price develepment. In centrast,
adjusted inflatien’" slightly increased slue te keruna slepreciatien, cest facters and, in
the first half of the year, te the significant lead of demestic supply ever demestic
demand (a pesitive change in the demestic supply and demand relatienship eccurred
enly in @3). Net inflatien (year-en-year grewth) culminated in September, and then
experienced a dewnwardl trengl.

8/ ie. censumer price increase frem the year beginning.
9/ i.e. average year-en-year menthly CPl grewth.

10/ Net inflatien = adjusted inflation + feedprices, i.e. inflatien calculated fram an incomp |ete consumerbasket, adjusted for
itams with regulated prices and prices affected by other administrative measures. [tems changed due te tax adjustments
remain pait of the censumer basket, but the effect of tax adjustments is eliminated.

11/ Adjusted inflatien is calculated frem an incemplete censumer basket adjusted for items with regulated prices and feed
prices.



Price Structure

Censtantwe ght 1996 1997
': Ck‘ n "f' Actuals Share in Actuals Share in
asketli nf in % tetal inflatian in% tatal inflatien
297 in paints in paints
Inflatien rate (annual meving average) 3.3 33 35 85

Year-enyear CPl grewth - tetal 100.0 36 3.6 10.0 10.0
Regulated prices 18.4 13.3 3.2 227 4.0
Feed 32.7 7.9 2.6 5.0 1.8
Adjusted inflatien 48.9 .5 2.3 7.0 36

During 1997, nentrasable price grewth exceeded that ef traslables (16.8% and 6.3%
respectively year-en-year in December 1997). Faster grewth in the prices eof
nentrasables cempared te 1996 was te a large extent affected by the develepment of
regulated prices as the gap between the price grewth ef tradables excluding feedstuffs
(7%) and unregulated nentrasables (8.9%) lessened in 1997; in 1996, the difference
in the price grewth rates ef these twe greups still ameunted te 3.2 peints. This
appreximatien ef prices was generated by a halt in the grewth ef unregulates
nentrasables due te the decreasing grewth of wages and demand (8.9% in beth 1996
and 1997), which effset the mere mederate grewth in trasables excluding feedstuffs
due te keruna eepreciatien (frem 5.7% te 7%). Menth-en-menth “core” inflation'?
calculated by the CS@ thereby indicated a grasual decline at the enel of 1997.

Net inflation was significantly affected by three main facters. The first was the
develepment of the koruna’s exchange rate toward the DEM which was reflected in
the grewth ef the individual segments of net inflatien, particularly adjusted inflatien,
and, te a lesser extent, in feed prices. Accerdling te CNB estimates, the exchange rate
changes acceunted fer ca. 2 peints of the change in net inflatien.

Cost factors alse influenced inflatien: prices were censtantly uneer pressure frem the
still high, theugh eecreasing wage grewth (which tegether with a year-en-year decline
in GDP was reflected in centinueusly high grewth in unit wage cests) and material
cests (influenced alse by keruna depreciatien). These facts resulted in year-en-year
grewth in industrial presucer prices (1.3 peints against 1996). Accerding te a CNB
estimate, this acceunted fer mere than 2 peints ef net inflatien grewth).

12/ An everall increase in censumer prices against the preceding menth, adjusted for a seasenal effect and the effect of
regulated prices.
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This grewth was alse generated, mainly in the middle of the year, by demand
impulses. Real incemes had a majer effect en heuseheld demand, and tegether with
lew GDP grewth, put demand in the lead. In the secend half, hewever, real incemes
registeredl a radical fall. Heuseheld demand drepped in abselute terms, and its
pressure en price grewth lesseneal.

Developments in the individual segments of price movement’”/

Regulated prices increased in 1997 in several phases (in January, April and July).
Altheugh the prepertien ef regulated prices in the tetal censumer basket was 22.8%
(adjusted weight of December 1997), the prepertien in everall inflatien was 46.2%.

Food price develepment in 1997 was much mere faveurable than in 1996, mainly in
the first half of the year. The acceleratien in the secend half was generated first of all
by grewing meat and meat preduct prices (ensuing frem increased agricultural
preducer prices) and frem August, by keruna depreciatien. Despite this, the everall
price increase in 1997 was 2.3 peints lewer (te 5.6%) than 1996.

Adjusted inflation grew quite slewly in the first half of the year. Its acceleratien in the
secend half was generated by keruna edepreciatien which was mest apparent in the
develepment of the prices of imperted geedls.

Demestic preductien prices cempensates fer the prices of cemparable imperted
preducts, whese prices directly reflected keruna eepreciatien. This fact is
demenstrates by price trends fer presucts with prevalent demestic presuctien in the
last menths ef the year.

Fellewing the decline in grewth rates in 1996 (by 2.8 peints te 4.4%), industrial
preducer price grewth in 1997 increased again (te 5.7%); this was primarily
cennected with eepreciatien ef the keruna. Censtructien werk prices maintainesl
relatively high grewth rates in 1997 (11.9%); the 0.7 p.p. increase against 1996 was
mestly due te the rising prices of building materials. In 1997, enly agricultural
preducer prices registered substantially slewer grewth (hy 4.3 p.p. against 1996, te
2.5%).

13/ Tetal CPI = regulated prices + foed prices + adjusted inflation



Il. BALANCE OF PAYMENTS

There was a significant change in the balance of payments during 1997: against 1996, longer-term growth (since
1994) was replaced by an absolute decline in the trade balance deficit, exports exceeding imports. This turn was
closely connected to the monetary and fiscal policy changes aimed at dampening excessive domestic demand
growth (being satisfied especially through imports) and the May koruna depreciation. An increase in machinery
deliveries from newly established capacities especially of businesses with foreign ownership interest was a
decisive factor for the dynamic growth of exports. The capital and financial accounts were significantly affected
by the May and November turbulence on the interbank foreign exchange market as an investor response to the
macroeconomic development at the year beginning and the November destabilisation of the political situation;
both time periods were also influenced by the Asian financial crisis. Under these circumstances, a strong outflow
of especially short-term capital occurred, having an impact on the entire decline in the capital account surplus.
The overall balance of payments ended in a deficit which was covered by a decline of CZK 56 bn in CNB foreign
exchange reserves .

11. 1. The Current Account

In 1997, the current account deficit’s lenger-term grewth tendency was ne lenger  The current acceunt deficit
influenced by external, and especially internal facters; the deficit of CZK 100.1 bn at  experienced a turn
the end of 1997 was 16.4 bn lewer than a year age. A fall in the abselute ameunt ef

the deficit alse meant an imprevement in relative indicaters: while in 1996, the

current acceunt eeficit share fluctuatesd areund 7.6% eof GDP, in 1997, its share

drepped te 6.1%. The current acceunt deficit imprevement was, in principle,

cennected te an abselute decline in the trade balance deficit, since the balance ef

services and current transfers centinued te be in surplus, but enly at a mederately

higher level than a year age. The balance of incemes deficit slightly rese against 1996

by CZK 1 bn due te higher interest payments en previeusly accepted fereign credlits

and dividend payments.

Current Account (CZK in bn)

1993 1994 1995 1996 1997
Balance eftrasle -15.3 -39.7 -97.6 -159.5 -145.6
Balance of services 29.5 14.0 439 52.2 54.9
Balance of incemes -3.4 -0.5 2.8 -19.6 -20.6
Current transfers 2eb 36 15.2 104 11.2
Tetal current acceunt 133 -22.6 -36.3 -116.5 -100.1

Despite a mere significant increase in imperts at the clese of 1997, the entire tradle  The current acceunt deficit
balance deficit in abselute terms drepped against a year age by CZK 13.9 bn  decline was influenced by
(USD 438 mil.)’ te CZK 145.6 bn (accerding te IMF methedelegy fer the balance of ~ Mere faveurable trade
payments cempilatien), which meant a decline of the trasle balance deficit share in balance develeproent
GCDP by 1.6 peints te 8.8%. Higher imperts at the end of the year did net imply

anether change in the trend, but mestly cencerned stecking up in aslvance due te

expectations of further changes in the keruna exchange rate in cennectien with the

pelitical situatien in the final menths ef the year. Investment imperts fer energy

increased mere censiderably at the clese of the year.

14/ Cenveited by the average exchange rate of 1997
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Generally mere faveurable trade results were achieved particularly sue te increased
experts by demestic firms (grewing expert velumes since May). Starting in May, year-
en-year menthly expert grewth started te exceed grewth in imperts, having pesitive
effects on the everall develepment of the trasle balance deficit. This tendency,
gradually asserting itself (except fer the mentiened December develepment affected by
stecking up in aslvance), resulted at the endl of the year in an everall increase of 20.2%
in experts ever the previeus year, imperts rising by 13.7%. The mentiened impert anel
expert teneencies in neminal terms were cenfirmed by the develepment in physical
terms: the expert grewth rate increased ever 1996 by 11.8 peints te 14.3%, while the
impert grewth rate drepped by 2.9 peints te 8.2%.

Strengthening ef exports, which was mere censidlerable cempared te a year age, was
cennected te the cencurrent effect of faveurable internal and external facters.
Ecenemic recevery in Western Eurepean ceuntries createsl mere faveurable external
cenditiens fer eutlet pessibilities en fereign markets. @n the ether hand, rapidly
grewing experts were attributable especially te the restructuring ef preductien and
investments in seme expert businesses (particularly with fereign ewnership interest),
which created precenditiens fer an increase in machinery presuct experts. Expert of
preducts with higher value added was at the same time alse supperted by keruna
depreciatien. This substantially affected the expert of preducts with lewer value added
which until May (in the greup ef the se-called market preducts) had a dewnward
tendlency; hewever, its share of the tetal expert increase was net significant. The expert
increase was alse festered by increasing ce-eperatien ameng asseciates businesses.



The tendency tewards weakening import grewth euring 1997 was net explicitly
asseciated with enly these facters reducing the demand fer imperts. The influence eof
pre-grewth facters was alse neticeable here, manifesting itself in the increase eof
imperts fer presuctien censumptien.

The territorial structure of imperts and experts dis net experience any principal
changes in 1997. Relatiens tewardls aslvanced market ecenemies, especially Eurepean
Unien ceuntries, centinued te deminate in the flew of geeds. £xports te Eurepean
Unien ceuntries grew the fastest (hy 24.3%) fellewed by experts te transitien Eurepean
ecenemies, especially te Russia (by 25%) ane Peland (by 25.8%). An increase of 5.1%
in experts te develeping ceuntries meant, in physical terms, mere er less stagnatien. At
the clese of the year, experts te EU ceuntries acceunted fer 60.2% eof the tetal experts
andl the share of experts te transitien ecenemies rese te almest 30%.

11. 2. The Capital Account

The capital acceunt inclueing transfers of capital character’ which were previeusly
recerded in the item of unrequited transfers, endedl in a slight surplus of CZK 0.3 bn at
the clese of 1997. Receipts frem capital transfers ane transfers of nen-preduced nen-
financial tangible assets andl intangible rights were higher than expendlitures.

Capital Account (CZK in bn)

1993 1994 1995 1996 1997

Capital acceunt -1@.2 00 0.2 00 53

Nete: The ameunt #f CZK -16.2 lon stated in 1993 represents a transfer of shares frem the first wave of veucher privatisation

15/ See table VII//C+® of Statistical Annex - Menetary Sphere sectien
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11. 3. The Financial Account

The substantial fall in capital inflew which teek place in 1997, was asseciated, in
particular, with the May exchange rate turbulence, when fereign invester strategy
changed en the basis ef assessing the macreecenemic develepment ef the Czech
ecenemy and cemparing it te the develepment of Seutheast Asian emerging
ecenemies with the same macreecenemic tendencies. This led net enly te a
censiderable eutflew of shert-term investments, but alse te a lewer inflew of leng-term
investments. Pelitical destabilisatien in Nevember had similar censegquences; this
peried had alse heen affected by the Asian financial crisis manifesting itself in shert-
term capital eutflew. Mevements of shert-term and leng-term investments censiserably
influenced financial flews and were the main cause eof the everall decline in the
financial account surplus frem CZK 116.6 bnin 1996 te CZK 34.3 bn in 1997.

Financial Account (CZK in bn)

1993 1994 1995 1996 1997

Financial acceunt 38.2 97.0 218.3 116.6 343
- direct investments 16.4 21.5 7.0 857 40.5

- pertfelie investments 46.7 246 36.2 19.7 34.4

- other [eng-term investments 235 3.9 893 84.4 12.9

- other shertterm investrments 1.6 19.0 25.3 -25.2 -53.5

An inflew ef reseurces in the ferm of foreign direct investments te the CR (CZK 41.3 bn)
was net significantly affected by the abeve influences with regarel te the preference ef
lenger-term dlecisien-making criteria (ecenemic anel pelitical) frem the fereign invester
sidle. Direct investments were channelled especially te energy (the share in the increase
ameunts te 27.6%), finance and insurance (22.9%) ane censumer geedls anel tebacce
(13%). The largest ameunt ef direct investments came this year frem Germany (30.1%),
Creat Britain (15.1%), the Netherlands (10.3%) and France (7.8%). Frem the start eof
1990 te the end of 1997, tetal fereign direct investments in the Czech ecenemy
ameunted teé CZK 234 bn (USD 6.8 bn).

Inflew ef other long-term investments (CZK 12.9 bn) was lewer. Cempared te the
previeus year, the net inflew of lenger-term investments was substantially lewer since
part of the leng-term banking eepesits was net renewed ane bank drawing en fereign
financial credits was lewer. In terms of velume, the mest significant seurce of leng-
term fereign investment inflew centinues te be drawing en financial credits by Czech
firms directly frem abreadl.

A certain weakening ef portfolio investment inflew in 1996 was again fellewed by
the strengthening ef investments (CZK 34.4 bn, i.e. USD 1.1 bn) in 1997. An eutflew
of investments in the first menths ef the year was in the remaining part ef the year
replaced by grewth. This develepment was asseciated particularly with the share
price decline (affected by expectations of eevaluatien ane exchange rate turbulence
in May and Nevember) and a demestic interest rate increase. Due te these facters,
fereign invester interest in the lucrative purchase ef shares and leng-term and shert-
term bends increased, which was reflected in the net inflew eof investments in the
mentiened instruments. The issue of hends seneminates in fereign currencies and
traslesl on fereign markets was anether inflew ef investments.

In tetal, fereign pertfelie investments denominated in keruna ameunted, at the ene of
1997, te CZK 132.6 bn (USD 3.8 bn). Shares and share certificates generated
CZK 104.9 hn ef this velume, leng-term bends, CZK 14.5 bn and shert-term bendls,



CZK 13.2 bn. Fereign investments denominated in foreign currencies represented, as
of the same date, CZK 36.4 bn (USD 1 bn). Mest ef the keruna investments came
frem investers frem Creat Britain (28.3%), the USA (13.6%), the Slevak Republic
(13.5%) and Austria (13.2%). The largest investments were injected inte banking and
finance, including the state debt (27.9%), transpertatien (17.5%) and energy (15.2%).

Czech portfolio investments abroad recerded a net eutflew ef reseurces te abread,
since purchases ef fereign securities exceeded their sales (by CZK 6 bn). These
investments ameuntes te CZK 35.7 bn (USD 1 bn) at the clese of the year.

The eutflew ef other short-term investments of CZK 53.5 bn te abread was
attributable especially te turbulence en the ferex market. A significant eutflew ef
shert-term investments teek place particularly threugh the banking secter whese
shert-term assets vis-a-vis nen-resislents rese CZK 122 bn. This substantial increase
was generates by an increase in keruna credits prevides te nen-residents (CZK 45 hn)
and an increase in fereign exchange depesits by residents (CZK 50 bn) which were
held by demestic banks en their nestre acceunts abreadl.

11. 4. Foreign Exchange Reserves

The current acceunt deficit was enly partially cevered by the financial acceunt
surplus, which was reflected in the balance of payments deficit and the decline in
CNB foreign exchange reserves. Reserves fell by CZK 56 bn in 1997 (after excluding
fereign exchange differences). At the end ef the year, fereign exchange reserves
ameuntes te CZK 338.5 hn (USD 9.8 bn) and were sufficient te cever the 3.6 menth
impert of geeds and services.

Gross indebtedness ameunted te CZK 748.7 bn (USD 21.6 bn) at the end of the year,
its increase frem the beginning ef the year representing CZK 169.8 bn (USD 8.4 bn);
exchange rate differences centributes te this increase by CZK 41 bn. In general, leng-
term cemmitments (67.3%) prevailed ever shert-term (32.7%) in gress indebtesness.
Against the end of 1996, the share of leng-term indebtesness rese by 4.2 peints,
mainly eue te an increase in shert-term credits erawn by businesses abreasl. The
largest ameunt of shert-term cemmitments is ewed by cemmercial banks (70%) andl
businesses (27%). @n the centrary, businesses generate 60% ane banks 32% ef
indebtedness en a leng-term basis. The share of gress indebtedness in GDP rese
7.6 peints te 45.4%, against a year age; an increase in this ratie indicater was alse
attributable te keruna eepreciatien.

Shert-term investment
outflow rese

CNB tereign exchange
reserves declined

Gress indebtedness
increased

i)



l1l. THE PUBLIC SECTOR

The main targets of the financial and buelgetary policies of the government for 1997 were focused particularly on the
support of a stable macroeconomic environment through achieving surpluses in public budgets (the state budget
being balanced)) and rastricting public consumption, reducing redistribution processas through public buelgats'® and
limiting wage increases in buegetary organisations. However, during the first half of the year, in contrast to these
intentions, the tendency towards a growing state budget deficit strengthened, which reflected, against expectations,
a lower increase in revenues, GDP growth rate declining. In order to correct this development, the Czech
government adopted measures'” to ensure a balanced state buelgeat for 1997 through strict expenditure restriction
(ca. CZK 42 bn) and to establish preconditions for cutting public consumption in 1998. In addition, government
financial performance was complicated by the July floods, consequences of which were partly covered from
extrabuedlgetary resources. The state budget deficit run at the end of the year was, to a certain extent, attributable to
lower revenues because of the July floods and led to higher government indebtedness to banks. In deficit
performance, expenditure restrictions were of a structural character, according to the April and June measures.

The State Budl get

Budlgetary intentiens Actual buegetary perfermance develepment in 1997 preceeded particularly under the

adjusted in the ceurse of influence of declining ecenemic grewth (ane thus alse ef declining revenues) andl the

the year July fleeds. In April'”/, as a fellew up te the hitherte deficit buslgetary perfermance anel
the need fer macreecenemic stabilisatien, the gevernment implemented the first
adjustment eof the state busdget fer 1997, indicating, in essence, a restrictien ef
expenditures. The subsequent asjustment of buslgetary intentiens effectes in fune!”
aimed at supperting keruna exchange rate stabilisatien, meant after the May turbulence
further buegetary expenditure cuts fer 1997. In tetal, the buelgetary expendlitures fer
1997 were cut by CZK 42 bn by the April and June adjustments in erder te dampen
excessive demand in the ecenemy. A cemmitment te slew wage increases in buegetary
erganisatiens anel te elecrease direct imperts fer state needs was ene of the gevernment’s
ecenemical measures. Investment expenditures of the buslgetary sphere were, against
buegetary intentiens, reslucesd by apprex. 25%. Anether adjustment implemented in
August included falls in revenues fellewing the July fleeds and the need te ensure part
of the reseurces te finance the needls arising frem the fleed censeguences.

The state budget deficit At the clese of the year, the state buelget perfermance ended in a deficit of CZK

stood at CZK 15.7 bn 15.7 bn (0.9% ef GDP). @n the revenue side, this eeficit was generated mainly by
failing te meet buselgetary revenues due te the July fleeds (a lewer fulfilment ef
revenues frem secial security insurance frem the fleed-stricken areas than expectesl)
aned drawing higher funds (mere than CZK 5 bn) fer pensiens in cemparisen with
pensien acceunt revenues. In additien, the bueget’s expenditure sidle was bureenes
by an extraerdinary transactien ef transferring the state buelget funds fer the settlement
of Kenselidacni banka’s lesses (apprex. CZK 5 bn).

Fulfilment of Revenues and Expendlitures of the Adjusted State Budget 1997 (CZK in bn)

The state budget deficit was

a result of lewer revenues Adjusted Situatien Fulfilment Index

and higher expenditures budget in % 1997/1996

than expected Tetal revenues 510.4 509.0 9.7 105.4
Tetal expenditures 510.4 524.7 102.8 108.3
Balance 0.0 -15.7 K 3

16/ i.e. a reduction in the share of public budget expenditures in GBP by 1 percentage peint

17/ Ecenemic pelicy cerrectiens and sther transfermatien measures adepted by the Czech gevernment en April 16, 1997, the
Principles of the Czech Gevarnment Budget Stakilisation Pregramme (June 1997)
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Structural develepment of the budget revenue side testifies te the fact that
implemented adjustments in the buegetary intentiens were dene with sufficient
accuracy. A mere significant decline in year-en-year inceme tax grewth is attributable
especially te the permittes resluctien in direct tax aslvances fer businesses frem the
fleedl-stricken areas. The failure te fulfil the buegetary intentiens in revenues frem
secial security insurance is alse due te the fleedls.

In 1997, budget revenues were net mere significantly affectesl by system changes, since
the tax system did net principally change. Changes effected in 1997 did net
substantially affect the payers’ tax bureden ane were of a rather technical nature
(adjustments in tax threshelels, tax base structure, etc.).

In this situatien, the se-called tax sueta’®, against 1996, meserately dlecreased by
0.4 peints te 24.9%.

Selected revenue items, Adjusted Situatien Fulfilment Index
CZKinbn buslget in % 1997/1996
Tetal revenues 510.4 509.0 99.7 105.4
of which:
VAT 1117:2 117.6 100.3 107.6
Censumer tax 64.0 64.2 100.3 104.9
Inceme tax 751 74.8 99.6 95.6
Secial insurance centributiens 196.7 191.0 97.1 109.6
Selected expenditure items, Adjusted Situatien Fulfilment Index
CZKin bn budget in % 1997/1996
Tetal expenditures 510.4 524.7 102.8 108.3
of which:
current expenditures 461.2 474.1 102.8 110.9
of which:
public censumptien 186.4 194.5 104.3 107.6
transfers te heusehelds 206.3 206.0 99.9 113.8
nen-investment subsidies
te businesses 25.2 31.8 126.2 116.5
subsidies te lecal budgets 18.0 18.0 100.0 107.1
gevernment credits 3.7 3.6 97.9 87.8
capital expenditures 49.2 50.6 102.8 88.6
of which:
investment expenditures ROP@x) 43.4 45.0 103.7 85.7
investment transfers te businesses 5.8 5.6 96.6 TELW.

x) Budgetary and subsidised erganisatiens

Frem the basic structural breakdewn ef the state bueget expenditure side abeve, it is
apparent that the restriction of expenditures, in the sense of the mentienes gevernment
measures, affected particularly investment expenditures of buslgetary and subsidised
erganisatiens, whese year-en-year index stees at 85.7% at the end of 1997. Due te the
decline in investment expendlitures, the year-en-year increase in tetal buegetary
expenditures drepped, against 1996, by 3.6 peints (te 8.3%). The grewth rate ef
current expenditures was reughly at the same level as a year age (10.9%), while a
lewer increase in seme of the expenditure items eue te the restriction en expendlitures
(e.g. public censumptien by 2.8 peints) was effset by a mere rapid rise in ether
expenditures (e.g. transfers te heuseheldls).

18/ i.e. the share of tax revenues in GBP

Sharper falls in revenues
frem secial security

Tax share of GDP
ameunted te 24.9%

Expenditure restriction in
cempliance with
gevernment measures was
implemented
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The performance of
municipal budgets ended in
deficit

NPF performance was in
deficit

CZK 10.9 bn was spent to
cover the July flood
damages
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When assessing the overall development in budget expenditures, the settlement of
Konsolidac¢ni banka’s loss of CZK 5 bn which was not included in the budgetary
intentions, should be taken into consideration. In addition, expenditures, in contrast
to expectations, were increased by the settlement of the deficit on the so-called
pension account (also approx. CZK 5 bn).

From the facts stated above, it is apparent that the real fulfilment of intentions on the
budget expenditure side was also affected by extraordinary circumstances. This was
also reflected in higher subsidies to businesses as a follow up to the aid to businesses
affected by the floods. However, the expenditure restriction was implemented in
compliance with the intentions of the government measures, and had, with respect to
the overall deficit performance of the state budget, a structural impact on specific

segments of demand in the economy, especially investment demand and government
demand'¥.

Financial Performance of Municipal Budgets

The financial performance of municipal budgets, similar to that of the state budget,
worsened in the course of the year. This fact is indicated by the worsening of the so-
called net deposit position?? of local authorities with the banking sector, which,
against the end of 1996, worsened by CZK 0.6 bn to CZK 11 bn. One of the reasons
for the worsening of the financial situation was the current budget performance which
at the close of the year ran a deficit of CZK 4.8 bn. However, the deficit was lower
than expected due to the implementation of the April and June restrictive government
measures; these measures included also government sanctions consisting in cutting
subsidies to current performance if indebtedness grew faster than expected. However,
the actual development in the public debt of municipalities had a tendency towards
slowing growth; while in 1995 and 1996 an increase in the public debt of
municipalities accounted for almost 42%, in 1997 it was only 21.4%.

The National Property Fund

NPF revenues failed to meet the expected level despite their gradual increase
throughout the year. NPF financial performance ended in a deficit of approx. CZK
2.8 bn, especially due to the transfer of funds from “small privatisation” to the flood
account in the state financial assets. The balance of performance with the funds from
“large privatisation” was roughly in equilibrium.

Flood Damage Financing

The July floods, which generated damages of approx. CZK 60 bn, also necessitates
the participation of the public sector in financing the damages generated by this
natural disaster. Of the disposable resources of CZK 11.5 bn earmarked by the
government, CZK 10.9 bn had been utilised by the end of the year. Extrabudgetary
funds acquired through the flood bond issue (CZK 3.6 bn) and NPF subsidies of CZK
5 bn generated the main resources; apart from that, also smaller amounts were
transferred from the Land Fund, the State Environmental Fund and the state budget.
The largest volume of funds was deposited on the flood account of the state financial
assets, from which these purpose-oriented funds were transferred to municipal
busdgets.

19/ ie. the government's internal consumption

20/ Net municipal buedget’s position = the difference between municipal bueget’s total deposits and credits



Public Secter Financing

The unfaveurable tendencies in the financial perfermance of the individual segments
of the public secter wersened. The increased need for credit receurces was met
threugh the banking, demestic and fereign secters (mere precisely, by the purchase of
state securities by these secters).

The necessary reseurces were, te a substantial extent, acquired threugh drawing credits
frem the banking secter Threugheut 1997, net credit of the conselidated government
frem banks rese CZK 9.4 bn and including the NPF, it rese CZK 12.2 bn, against the
end of 1996 This srewth was attributable paiticularly te the state budget deficit
perfermance (- CZK 18.7 bn) and an extraerdinary transactien censisting in the
setfement of the Keonselidani banka’s less (CZK 5 bn) frem state budget expenditures.
Municipal autherities, whese net pesition with banks wersened by CZK 8.6 bn, alce
mederately centributed te grewth in net gevernment credit frem banks. @nly the net
pesitien of state fiinds with banks was mere faveurable up by CZK 4.2 bn.

Change in Net Public Secier Pesitien 18 Banking Secter (CZK in bn)

1995 1947
1. Central gover nment 24 1.8
2.5tatefunds -15 43,
3: Heaalth ineurance cempanies 4.7 1L
4. Het.central gevernment<.radit 2.8 E 5 3
{1+2+43)
5. Lecal artherities 59 9.5
6. Het.corcalidated Pvernment<radit 31 4.4
{4+ 5
7. Hatienal Preperty Furd 45 2.8
$. Net cercelidated 22neral govern ment redit 2.5 12.2
{6+ 7)

Meke 4 it redse inirdededives,  doeliee in indelledies

Other credit reseurces, drawn frem nendanking subjecss were used in paiticular fer
the repayment of the gevernment's debt service (in essence, they were payments of
debt principal) The demestic nen-banking secter centributed te the financing ef
increased ge\ernment credit needs by the purchase of state securities of CZK 18.2 bn,
and fereign investers by the purchase of state securities weith CZK 7.6 bn.

The e\erall need for mere credit reseurces was mirrered alse in the everall increase of
general gevernment gress indebtednes?!/ which against the previeus year jumped
frem CZK 217.6 bn v CZK 225.4 bn (the adverse effect of the srewing deficit of the
central budget was paitially cempensated for by a decline in the NPF's indebtedness).
The share of the gseneral ge\ernment gress debt fell by 8.6 peints te 13.7%, against a
yearage

210 i greas inddededies iieluding thee cordral govartmand, mu e palites, state T, bea ik s o@ees compaiies amd HFF

Net gevernment c.edit,
inclusing the NPF, frem
banks @se CZK 12.2 bn
Huring 1997

Cevemment indebtedness

als@ inc.eased te nen-
banking sub/ects

Ceneal gevernment gress

indebtedness rese in
abselute tems
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IV. MONETARY POLICY AND MONETARY DEVELOPMENT

The restrictive character of CNB monetary policy was determined by economic and monetary developments in 1997,
especially by the external disequilibrium reaching relatively high figures and the existence of potential internal
inflationary factors. The CNB policy was focused on dampening excessive domestic demand (as a source of growing
imports) and on defending the koruna during the May crisis of foreign and domestic investor confidence in
maintaining the koruna exchange rate. These economic and monetary developments (particularly in the second half of
the year) indicated that the monetary restrictive measures, along with the change in the exchange rate regime (to
floating) and the adloption of government corrections in economic policy, contributed to the dampening of longer-
term tendencies of imbalance. Of particular significance was a reduction in the imbalance between domestic supply
aned demand and a decline in net inflation against the previous year. The restrictive monetary development was
mirrored in a more significant decrease in money supply growth (M2) from the second half of 1996.

Monetary policy was
focused on dampening
excessive domestic demand
growth for a longer period

Development necessitated
the co-operation of other
economic policy segments
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CNB monetary policy and monetary development were significantly affected by a
further heightening of the unbalanced tendencies in the economy at the beginning of
the year, manifesting themselves in another increase in the external disequilibrium.
These tendencies, in the context of similar developments in some of the emerging
markets, led, in the end, to a crisis of foreign and domestic investor confidence in
maintaining the koruna exchange rate.

The growing external deficit, resulting from demand growing faster than supply, was
noticeable from mid-1994. However, analyses based on the overall trends of this
disequilibrium and the causes of its development on the supply and demand sides of
the economy indicated that the strengthening of these tendencies poses a real risk to
the future development of the internal and external purchasing power of the koruna.
The CNB, aware of the monetary risks should the imbalance in the economy
continue, responded to this fact by a restrictive policy aimed at dampening excessive
domestic demand growth. Accelerating domestic demand growth was in previous
years strengthened from different sources with varied intensity, thus forcing the CNB
to operatively respond to the latest development also by extraordinary forms of
monetary measures?2/.

Though economic development, as early as in the first months of 1997, indicated a
tendency towards moderating domestic demand growth (by 1.6 points, against Q4
1996), it was clear that possibilities for the central bank to aderess the imbalance in
the economy are limited, and therefore more intensive co-operation of the other
segments of economic policy acting on the supply and demand sides is necessary.

The continuous tendency towards a deficit in the state budget, which started in mid-
1996, and was closely connected to a further decline in economic growth, curbed the
CNB’s efforts to dampen domestic demand. Though higher interest rates did contribute
to the dampening of domestic demand, they concurrently led to the strengthening of
the koruna exchange rate due to heightened interest in koruna investments with the
growing interest rate differential. The nominal strengthening of the exchange rate
speeded up the real appreciation of the koruna, thus hindering domestic product
competition on foreign markets. This situation necessitated a change in the mix of
monetary and fiscal policies which would lead to the tightening of condlitions in the
economy, particularly through restricting state bueget expenditures without having any
adlverse impact on export production competitiveness.

22/ For example, CNB bill issue, sterilisation of a foreign partner deposit in SPT Telecom by depositing it with the CNB



The government, through its April economic policy correction?¥, accepted the
demand to restrict government expenditures, slow wage increases in the state-owned
institutions ane other requirements with respect to cultivating a market environment
and supporting economic growth. The CNB responded to the acceptance of the
import deposit system aimed at limiting import growth by decreasing the minimum
reserve requirements2¥. This change was not very significant, however, by adopting
this measure, the CNB signalled its willingness to gradually ease monetary restriction
if the government more intensively engages itself in solving the economic problems.

However, with regard to continuing trade balance deficit growth, the May publishing
of new adverse data by the CSO on economic development (decline in industrial
production, construction), worsening relations among the government coalition
parties and a general identification of weak spots in some newly developing markets,
measures adopted by the government were considered insufficient by investors. The
koruna thus subsequently came under pressure from domestic and foreign investors,
as did the currencies of some Southeast Asian countries a short while before (the so-
called emerging markets), resulting in the intensive sale of korunas, and the purchase
of foreign exchange assets.

The CNB responded to this situation through interventions on the foreign exchange
market, since the experience from similar situations on international financial markets
hael shown that in an economy which is significantly liberalised, there is a real risk of
higher currency deprecation than would correspond to real future development in
macroeconomic fundamentals.

At the same time, interest rates were substantially increased and measures were
adopted restricting non-resident access to koruna credlits.

The May interest rate increase included all CNB base rates. The Lombard rate was increased from 14 to
50%, and in addition, a quantity restriction was applied in granting this credit; from 22 May to 13 Jun.,
drawing on this credit was completely stopped. Intervention repo rates were gradually increased to as
high as 75%, their maximum being on 23 May. Non-resident access to the money market was
temporarily terminated (22 May - 17 Jun.). The discount rate was increased from 10.5 to 13%.

Since the pressure on the exchange rate continued, the CNB cancelled the existing
exchange rate regime, after averting the strongest pressure on the koruna exchange
rate in agreement with the government. Effective May 27, a new system was
introduced, based on the floating regime and orienting the koruna to the DEM.
Subsequently, the koruna depreciated by approx. 10% against central parity and, in
Q3, development more or less signalled its stabilisation. By the adoption in June of
further restrictive measures including further cuts in budgetary expenditures (by
approx. CZK 20 bn) and a slowdown in wage increases in budgetary organisations,
the government supported the koruna exchange rate stabilisation. The weakened
exchange rate in Q4 was, in particular, a reflection of the political situation and the
lowering of the CR rating.

The gradual calming of the situation created preconditions for easing extraordinary
monetary measures. During Q3, interest rates stabilised at a level roughly 2 - 2.5%
higher than prior to the May events. This new level of nominal interest rates, taking
into consideration expectations of forthcoming inflation following koruna
depreciation, should ensure, in essence, the maintenance of the real interest rate’s
previous level. With these interest rates, the dampening of demand for koruna credits
continued, contributing significantly to the maintenance of money supply
development (M2) within the set range.

23/ Economic policy correction and other transformation measures adopted by the Czech government on April 16, 1997

24/ In fact, this involved a change in the mix of monetary and fiscal policies, since this instrument corresponds by its
macroeconomic virtue to the MRR category; expected volume of deposited import deposits was roughly the same as that
of MRR lowering

In April, the government
adopted measures to
correct economic policy

The CNB responded to the
May exchange rate
development by adopting
stabilisation measures

The exchange rate regime
changed at the close of May
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Monetary measures and
other policies contributed
to the weakening of the
unbalanced tendencies

The CNB formulated a new
strategy of monetary
targeting for the
forthcoming period

2 development matched
monetary policy intentions
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A more substantial decline in domestic demand growth, a decline in the trade balance
deficit and labour productivity growth outstripping the real wage increase already in the
second half of the year signalled the effectiveness of the measures adlopted to dampen
the unbalanced tendencies in the economy. Net inflation development also improved in
comparison to last year. It was clear that more favourable trends were attributable to the
measures in the monetary, fiscal and wage policies on the demand side.

Ensuring a stable macroeconomic environment will continue to be in the forefront of
CNB interests. Due to the loss of the nominal anchor, the fixed exchange rate of the
koruna - some obstacles in the hitherto monetary policy strategy based on monetary
targeting - the CNB Bank Board decided to change the monetary policy schema to
inflation targeting. This way of formulating monetary policy should provide the
economy with a nominal anchor in the form of a clearly set inflation target
announced to the public, inject an element of certainty into the economy and thus
also favourably affect inflation expectations of subjects in the economy, having a
positive impact on prices anel wages. The inflation target was formulated in the form
of so-called net inflation.

Net inflation is similar to core inflation which has been published by the CSO. However, movement
in core inflation, in contrast to net inflation, is related to a complete consumer basket and is
seasonally adjusted. On the contrary, net inflation movement is related to the range of items which
defines the consumer basket. The items with regulated prices and those affected by other
administrative measures are excluded from the consumer basket. The items whose prices are changing
due to tax adjustments remain part of the consumer basket, however, the influence of tax ad justments
is eliminated. According to this definition, net inflation represents ca. 82% of the total consumer price
index and covers 663 price items of the total 754.

The inflation target in the form of net inflation was set in the medium-term horizon for
the year 2000 in the interval of 4.5%, + 1 percentage point. Within the framework of
this medium-term horizon, also a short-term “intermediate” target was quantified for
the end of 1998 (6%, + 0.5 percentage points). This strategy is based on the fact that
inflation responds to the implementation of monetary policy measures with a lag of
up to two years.

Development of Monetary Aggregates

Throughout 1997, money supply development (as measured by the monetary
aggregate M22% had remained in harmony with the monetary policy intentions for
this year. M2 growth did not deviate from the set corridor (7 - 11%) and, on the
contrary, moved predominantly within the lower half.

M1 and M2 in %
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25/ M2=M1 + time and savings eeposits + foreign currency deposits; M1= currency in circulation + demand deposits



The downward tendency of M2 which started in the second half of 1996, continued
until mid-1997. However, its decline proceeded with a lower intensity, so that at the
close of the first half, year-on-year M2 growth stood at 6.6%. The renewed tendency
towards faster growth in the second half of the year was not striking, and M2
development headed towards the middle of the corridor, and exceeding the midpoint
(10.1%) in the final month of the year. In addition to the applied monetary policy which
significantly contributed to this situation, this development was also affected by
autonomous factors. This was also documented by more significant changes than
expected in some of the sources of money supply growth (particularly government
indebtedness to banks, other net items) for the reasons stated below.

M2 growth was generated mainly by domestic credit issue2®’. The impact of foreign
creation of money on M2 growth was not significant, as was the case in 1996, due to
the persistent trade balance and current account deficits. At the same time, capital
flows were weakened.

In contrast to previous years, when the weakening of M2 growth in Q1 was, more or
less, of a seasonal character?’”/, a more significant decline in M2 in 1997 was
associated in particular with influences which were included in the so-called other
net items (an increase in unsettled items among clients, etc.).

At the same time, koruna credit growth weakened. This was caused by higher interest
rates and other factors on the credit supply side, higher bank prudence in providing
credits, an accumulation of problems in the small-bank subsector reducing the
possibilities of acquiring resources, and thus the volume of their asset transactions.

M2 growth rate declined in Q2, while credit issue within the framework of the
business sector in April and in May was renewed, and government indebtedness to
banks arising from the growing need for credit resources to finance rising deficits of
the state and municipal budgets (in Q2 of CZK 12.9 bn) increased more significantly.
However, June development proceeded under the influence of the May monetary
measures responding to the latest exchange rate development. Tighter measures
reducing money market liquidity and leading to a substantial rise in interest rates on
this market were reflected promptly in client interest rates. This resulted in the
absolute decline of client koruna credits in June (of CZK 4.2 bn over May), and a
subsequent absolute month-on-month decrease in the money supply.

The moderately accelerating M2 growth in the second half of the year was associated
with higher foreign creation of money and a change in some of the other net items.
On the contrary, koruna credits granted to the business sector in the second half of
the year, with the interest rate continuing to be higher, meant an absolute decline.
The effect of restrictive measures on credit issue development was partially reduced
by foreign currency credits being granted by domestic banks which used cheaper
resources from abroad. The impact of government indebtedness to banks on M2
development was uneven. A significant fall in government indebtedness to banks in
Q3, (due to government debt restructuring towares non-banking subjects) was in Q4
replaced by a rise in connection with the growing state buselget deficit; however, it did
not outstrip the level achieved in the middle of the year.

Monetary and economic developments in 1997, particularly devaluation expectations,
the May exchange rate development and the subsequent monetary measures, also
affected demand of non-banking subjects for specific money components (M2).

26/ Domestic credits = credlits tothe business sector ane households + net government credit + net NPF credit granted by
domestic banks

27/ The seasonal character was in this period connected to the decline of public sector indebtedness to banks due to the
payments of the remaining taxes for the previous year

Factors affecting M2
development during 1997

M2 development was the
result of monetary and
autonomous factors

The May exchange rate
development and
subsequent monetary
measures affected demand
for specific M2 components
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The change in the behavieur of nenbanking subjects was mest significantly mirrered
in the dexelepment of fereign currency depesits. The grewing tendency eof these
depesits was neticeable in the heuseheld secver frem the secend half of the previeus
year, in clese cennectien w real keruna exchange rate develepment (facilitating
advantageeous fereign exchange purchases) and at the same time te engeing
discussions on future keruna exchange rate develepment with an increasing trade
balance deficit. This trend was renewed at the end of @1 1997 censiderably
accelerating in April and May under the influence of a weakening keruna exchange
rate; these shif:s were effected frem liquid keruna reseurces depesited on demand
depesits or held in the ferm of currency in circulatien. Fellewing the May maximum
increase of CZK 28 bn (af-er the adjustment for exchange rate influences), the situatien
gradually stabilised due te the adepted tigshter menetary measures While in the first
half of the year, fereign exchange depesits rese CZK 45.7 bn?¥ in the secend half,
with seme menth-enment: deviatiens, they went up by enly CZK 7.1 bn®. This led
tea slight weakening of the fereign currency depesit share in the M2 structure.

Meney Suipely Structure in %

12/%6 317 87 (%28 87 1247
Currancy in circulatien 19.6 107 19.2 19.9 191 L)
Pemardéapesit 31.3 286 26.1 25.9 258 287
Timade pesis 49 52.3 522 534 52.¢ 821
Feregin currency d2pesis a7 3.4 15 1.6 114 11.4
Teul)v2 160.9 140.9 160.9 160.9 160.9 160.9

The May menetary measures curtailing the availability of reseurces on the meney
market, led banks, in the interest of maintaining their ewn liquidity, te substantially
increase interest rates on sheitterm time depesits up vo thelevel of 38%. This change
eveked in June a massive shif: of free funds of nenbanking subjects te sherfierm
keruna time depesits (especially for 1 - 2 weeks) Hewerer, in @3, the situatien again
stabilised, grewth in shertterm depesits weakened and at the same time, a mederate
increase in liquid meney was renewed (demand depesits in particular).

Despite seme stabilisation in the secend half of the year, extraerdinary circumstances
leading te mere significant structural shif:s within M2 centributed te further
strengthening of the lengerterm hend of M2 srewing faster than liquid meney
measured by the menetary ag$regate M1. Faster grewth in quasi meney (i.e. keruna
time depesits and fereign currency depesits) was generated by a censiderable
increase in fereign currency and keruna depesits and threugh strengthening shert
termtime and savings depesits, as well as lengterm depesite

Demestic credit issue was decisive for meney supply grewth in 1997 An abselute
increase in demestic credits of CZK 188 bn meanta decline in the grewth rate against
1996, in neminal terms by 8.3 peints te 18.5%, and in real terms, by 1.6 peints te
4.5%2¥ The uneven develepment threugheut the year was affected beth by frequent
changes in gevernment indebtedness te banks and changes in the business secter
demand feor credits

With accelerated grewth in gevernment indebtedness te the banking secter, the
declining trend of demestic creditt was generated by a slewdewn in the grewth of
ksruna credits te the business secter (by 65 peints w 1.6%, against 1996,) due o the
adepted menetary measures and the ether facewers mentiened abeve A decline in

23/ Including exclenge v influenc &
29/ Adjusted for U2 incrense in industricl preducer prices
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interest in more expensive koruna credits (especially in the second half of the year),
was partly compensated for by higher drawing on foreign currency credits with lower
interest rates from domestic banks; however, drawing on these credlits also dropped in
the second half.

These credits were advantageous especially for export firms which, by drawing
foreign currency credits, disl not expose themselves to exchange rate risk (credits are
repaid from foreign exchange collections for exports). More than four-fifths of the
increase in business credits was drawn in foreign currency. The overall growth rate of
business credits dropped by 2.1 points to 8.7 %.

Koruna and Foreign Exchange Credits
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Household credits which, in absolute terms, represent a less significant item,
experienced dynamic growth. The acceleration of their growth (by 20.6 points to
27.6%), against a year ago, was connected to new forms of credit provided for the
support of housing, especially mortgage credlits.

Under the given circumstances, no principal shifts in the time structure of client
credits3? took place in 1997. Short-term credlits continued to dominate, while the
share of medium-term and long-term credits was significantly lower. This structure
was a result of a widler scale of factors acting on both the supply and demand sides on

38/ i.e. credits granted to businesses and households in koruna and foreign currencies by domestic banks

The increase in household

credits persisted

Shortterm credits still
dominated in business
credits
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The purpose-oriented credit
structure did not change in
principle, operational
credits continued to
dominate
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a longer-term basis: time structures of commercial bank resources, the quality of
submitted projects, commercial bank policies including also the issue of long-term
project riskiness, the business sphere financial situation and its ability to demonstrate
the stability of financial performance on a longer-term horizon, and thus also the
ability to repay provided credits, expectations of future development, etc.

Time Structure of Newly Granted Koruna Credits
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The demand for long-term credlits temporarily rose only in the period of significant
changes in interest rates shortly following the May events (affected by a significant
increase in interest rates on short and medium-term credits, while interest rates on
long-term credlits slightly fell). A reverse movement of interest rates in June led again
to the strengthening of the share of short-term credlits.

The allocation of credits by purpose did not significantly change. In business credlits,
operational credits continued to dominate over investment credits. The explanation is
the same as for the time structure of credits, since short-term credlits are provided, in
particular, as operational credlits.

Investment credits responded to the situation connected to the May exchange rate
development at the end of Q2. This situation, though, was temporary, and starting in
Q3, they began to rise again. Operational credits also continued to increase in this
period due to the close connection to financing the current commercial and
manufacturing activities of firms.



V. FINANCIAL MARKETS

In 1997, all the segments of the financial market were affected by several factors. At the beginning of the year, when
koruna Eurobonds were issued, the koruna exchange rate strengthened, interest rates on longer maturities on the
money market declined and share and bond prices on the capital market increased. However, in mid-May exchange
rate turbulence occurred, which, despite CNB interventions on the foreign exchange and money markets, resulted in
a change in the exchange rate regime. The pegging of the koruna to the currency basket with a fluctuation band was
replaced by the floating system. This was followed by gradual stabilisation, money market interest rates falling from
the high level in May. Other more significant changes took place on the financial markets at the close of the year due

to the Southeast Asian financial market crisis and the crisis in the domestic political arena.

V. 1. The Money Market

Money market development in 1997 can be divided into several phases according to
the intensity and direction in which the main factors mentioned above affected this
market. Development on this market was predominantly influenced by the May
exchange rate turbulence which resulted in a substantial increase in interest rates.

The interbank deposit market is the most developed and liquid segment of the money
market. This is documented both by the turnovers achieved and by the significant
influence of PRIBOR rates on other money market segments (the short-term bond
market, derivatives market). Apart from that, they are closely linked to the credit and
deposit primary rates and to the development of the koruna exchange rate.

At the year beginning, money market development was influenced particularly by the
growing volume of koruna Eurobond issues. The establishment of the Eurokoruna
market was connected to the introduction of koruna convertibility andl its acceptance
as a settlement currency on an international scale (October 1995). Relatively rapid
market development was caused by foreign investor interest in the purchase of koruna
denominated assets, which was attributable to the absolute level of interest rates in
the CR compared to foreign rates, and a relatively stable koruna exchange rate.

The inflow of liquidity from issued koruna Eurobonds affected, at the turn of January
and February, particularly the longer end of the PRIBOR interest rate yield curve (ca.
from the maturity of 3M ). In connection with maturity, PRIBOR interest rates declined
by 0.5 - 1.2 points, stressing thus the negative slope of the yield curve. At the
beginning of the year, this interest rate decline was also underlined by expectations of
inflation decline in the forthcoming period by banks and by a lower demand for
credits by the business sphere. Strengthening of the koruna and a decline in domestic
bond yields and interest rate derivatives were secondary effects of this development.
When the effect of the issued Eurobond influence faded away, interest rates were
partially adjusted (growth at the long end), and the yield curve gradually levelled off.

Another significant factor which influenced money market development (especially in
April) was a CNB decision (10 Apr.) to lower the MRR by 2 points (effective 8 May).
In connection with this decision, it was generally expected that the CNB would
decrease interest rates on the money market. However, the CNB interest rate policy
did not confirm these expectations, which disappeared at the end of April.

The CNB acted at the short end of the yield curve through its operations in the form of
repo tenders with standard 1TW and 2W maturities to withdraw liquidity. The
announced limit rates for both tenders were 12.4%. The spread between the yield

The interbank deposit
market is the most
important money market
segment

The yield curve’s long end

was affected by koruna
Eurobond issues

The CNB acted through its

operations on the yield
curve’s short end
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In mid-May, interest rates
sharply increased

Interest rates started to
gradually decline in June

Crises on financial markets
and the unstable political
situation were other factors
contributing to interest rate
development
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curve’s short and long ends (1Y - TW) changed only due to interest rate movement at
the long end; in January 0.73 points, in February 1.09 points, in March 0.66 points, in
April 0.69 points. The spread between the offer and bid rates in this period fluctuated
within 0.2 - 0.3 points along the entire yield curve’s length, indicating thus a stable
situation on the money market.

However, this situation changed in mid-May when the koruna sharply weakenesdl. There
were several reasons for this: increasing unfavourable information from the area of real
economy, a more complicated political situation, a partial exit of institutional investors
from some of the developing markets and economic subject speculations by creating
short positions. Market development during this period was influenced by central bank
measures aimed at stabilising the koruna exchange rate. The CNB significantly reduced
market liquidity to curb speculative purchases of koruna and their subsequent sale for
foreign currency through increasing its key interest rates’ and effecting a number of
transactions with non-standared maturities to withdraw liquidity. Later, the CNB appealed
to domestic banks to stop koruna lending to non-residents, thus, in fact, separating the
domestic and foreign interbank markets anel closing bank access to the Lombard credit.

These measures were reflected in a rapid interest rate hike, low market liquidity and
overall nervousness in view of future development. Short-term rates rose to as high as
90% (1TW PRIBOR), while longer-term rates fluctuated between 20 - 30%. The
negative slope of the yield curve became more prominent. At the same time, spreads
for offer and bid quotations widened, and were wider for shorter maturities (for TW
rates up to 50.3 points, 3M up to 18.3 points and 1Y up to 9.1 points).

After cancelling the fluctuation band for koruna exchange rate movement, the
situation partially stabilised. The interest rate level gradually declined, however
uncertainty on the market persisted and was confirmed by the continuation of
relatively wide spreads. Apart from the uncertainty about the future of the koruna, a
faster interest rate decline was also curbed by a high state demand for credit
resources; the state deficit performance at that time stood at its yearly maximum.
Banks expected the state needs and maintained the offer rates at approximately 4%
above the announced repo rates. Despite that, the CNB gradually lowered its basic
rates (limit repo rates) and non-resident access to the domestic market was opened.
Bank access to the Lombard credit was renewed as well, whose rate fell to 23% at the
end of June. The announced repo rates (1W and 2W) were decreased in several
phases to a final 14.5% on 4 Aug. with regard to the situation on the foreign exchange
market and the banking system’s overall liquidlity.

The decline in rates had come to an end at the beginning of August. The interest rate
yield curve stabilised at ca. 2 points below the level from the period prior to exchange
rate turbulence, at the turn of August and September changing its negative character
into slightly positive. This stabilised situation was demonstrated, in addition to the
interest rate decline, also by lower spreads in offer and bid quotations (0.4 - 0.5 points).
Nevertheless, the market continued to be sensitive to information from the real
economy or possibly other information (cancellation of import deposits).

The relatively stabilised situation had been interrupted by two events which once again
brought nervousness to the money market. Atthe end of October, a new crisis erupted in
Southeast Asia, which was immediately reflected in the markets all over the world,
including the Czech financial market. Interest rates on the interbank deposit market
reached a level of 20%, spreads widened and liquidity dropped. The CNB responded to
this situation by increasing the 2W repo rate to 14.8%. In several days, the pressure on
financial markets weakened, bolstered also by CNB interventions on the forex and
money markets. This resulted in a further change of the yield curve, which resumed its
upward movement, thus stressing its positive trendl.

31/ The reporate was increased to as high as 75%, the Lombard rate to 58%, discount rate to 13%
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At the close of November, the domestic political situation resulted in the resignation of
the government. At the same time, the IBCA agency downgraded the CR rating by
1 degree and Standard and Poor’s downgraded the ratings of three Czech banks.
Restlessness on foreign markets continued. Therefore, as of 1 Dec. 1997, the CNB
increased the repo rates in order to prevent the expected decline of the koruna following
the announcement of the government’s resignation. Interbank eeposit market interest
rates exceeded 20%, and banks maintained a certain disposable volume of free
resources, or lent them for a short period only. The yieldl curve’s upward slope continued.
The CNB gradually lowered the repo rates to 15% on TW maturities (11 Dec.) and
14.75% on 2W maturities (17 Dec.). The PRIBOR rates dropped proportionally.

Starting in September, the CNB extended repo operation maturities to up to one year.
However, in practice, only 3M repo tenders were implemented. During the year, the
CNB started to address the issue of the growing volume of liquidity which had to be
sterilised. The CNB used its standard instruments for sterilisation, TW and 2W repo
tenders and CNB bill issues. However, from the beginning of the year, interest in CNB
bills gradually declined, the bills became difficult to sell and their share of total
sterilisation fell at the expense of repo operations. The daily volume of repo operations
significantly rose, and was only concentrated in a short time period. The CNB, at first,
abandoned TW tenders (August) with the aim of dividing volumes at least more equally
in the horizon of two weeks minimally, nevertheless, daily volumes became very high
and difficult to handle technically. Therefore, in September, a new monetary
instrument, the 3M repo tender, was introduced; concurrently with its introduction,
primary issues of CNB bills were terminated and only technical issues continued to
ensure the sufficient volume of bills necessary to effect repo operations. 3M repo
tenders were announced regularly once a week (always on Tuesday, being settled on
Thursday), and the limit rate was derived from the latest market situation, thus
providing evidence that this instrument did not serve as a CNB instrument for affecting
rates. In practice, 3M tenders were not very credible, and therefore, not very effective.

The short-term bond market is another segment of the money market. In 1997, banks
in particular (ca. 60%) contributed to the growing volume of transactions on this
market (an increase of 11.4%). These transactions were more significantly affected by
the application of a 25% withholding tax on T-bills which, in contrast to CNB bills
and NPF bills, were not subject to this tax, and were also affected by the termination
of CNB bill primary issues. The last CNB bill auction took place on 10 Jul., and
quotations of these bills on the secondary market were subsequently stopped.

Taxation on T-bill yields meant that both taxed and non-taxed T-bills were traded
simultaneously (issues from 1996) for a certain period. The above measure, in terms
of T-bill yield taxation, boosted the demand for these securities, since it facilitated tax
arbitrage with non-residents.

Starting at the beginning of 1997, all short-term bond yields began to fall. Despite this
fall of ca. 1%, the demand for T-bills continued due to high foreign investor interest;
lower yields from CNB bills led to a substantial decline in the demand for these
securities. During the exchange rate turbulence, yields rose on a short-term basis to
above 30%; however, with the situation calming down, they dropped similarly as on
the interbank deposit market. At the end of September, the T-bill yield curve stopped
being announced, since it lost its informative character due to low liquidity and the
complicated taxation method.

The derivatives market is a part of the money market which is becoming more and
more significant. Development in this segment, especially in the swap market, was
tightly connected to the growing volume of koruna Eurobonds. The FRA3% and [RS3%,

32/ FRA = forward rate agreement
33/ IRS = interest rate swap
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maturities
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to koruna Eurobond issues
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Client interest rates
responded to money market
interest rate movement
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particularly with short-term maturity, were the most liquid derivatives. FRAs are
among the most traded interest rate derivatives on our market, their high liquidity
being generated by the volume of transactions with non-residents. At the year
beginning, it was apparent from derivative interest rate development that the market
expected an interest rate decline as a response to koruna Eurobond issues. After some
adjustments (as with PRIBOR rates), following the announcement of decreasing
minimum reserve requirements, derivative rates further declined. During the
exchange rate turbulence, derivative interest rates did not go up as much as PRIBOR
rates, thereby signalling that the market expected only a short-term crisis.
Nevertheless, nervousness could be felt even here, being documented by wide
spreads, or even by suspended quotations on some days.
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Client interest rates mirrored money market interest rates. Particularly, a connection
between money market interest rates on the yield curve’s long end and rates on short-
term newly granted credits with ca. a month lag, has been established. This fact is
also confirmed by the reference rates announced by banks. At the year beginning,
rates on newly granted credits were still falling, however, due to the situation on the
money market, they edged up to 21.6% in May. At the same time, the structure of
granted credits changed; a share of short-term credits, whose interest rates
experienced the strongest upsurge, temporarily decreased, later exceeding again 80%.
Interest rates were decreasing until October, however, at the close of the year, they
increased in response to further interest rate movement on the money market. In
December, interest rates on newly granted credits amounted to 16.5%, of which,
short-term interest rates to 16.5%, medium-term to 17% and long-term to 16%.

Interest rates on total deposits saw an increase particularly in short-term interest rates
on time deposits, amounting in May to 15.6%, i.e. by ca. 6 points more than in
December 1996. During the intense interest rate upsurge, in the second half of May,



some banks offered 1W rates of up to 30% (during limited liquidity on the money
market). Most banks set the demand deposit rates as flexible with a direct connection
to PRIBOR rates and [RS CZKxCZK quotations. At the close of the year, time deposit
interest rates stood at 10.9%, of which, short-term eeposit rates at 11.6%, medium-
term deposit rates at 12.2% and long-term deposit rates at 5.2%.

PRIBOR and Rates on Newly Granted Credits
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The interest rate margin between credits and deposits increased on a short-term
basis, only in May (5.9%), however until September, it dropped to 5.2%. At the year
end, the margin again rose to a final 5.8%, the same amount as in December 1996.

V. 2. The Interbank Foreign Exchange Market

In the course of 1997, uneven development in transactions and in the exchange rate
of the koruna on the interbank foreign exchange market was affected, similar to other
financial market segments, by various economic and political factors mentioned
alreadly in the introductory part of this chapter.

In Q1, growth in the volume of transactions on the interbank foreign exchange market
continued to be closely connected to further koruna Eurobond issues which in Q1
amounted to CZK 47 bn; this strengthened, in particular, the role of foreign investors
in affecting supply and demand, and thus the koruna exchange rate. The exchange
rate moved within the appreciation area of the band gaining momentum on February
11, when its maximum deviation from central parity was 5.5%. In the structure of
transactions, in addition to a significant increase in interest rate swaps, currency
options also appeared. The CNB statement on the inadequacy of koruna appreciation
vis-a-vis development in economic indicators contributed to a certain weakening of
the koruna exchange rate.

Steady growth in the external imbalance, the deepening of political uncertainty in Q2,
a slowdown in economic growth in Q1, the adoption of government measures
considered by investors as insufficient, expectations of an interest rate increase on an
international scale and a change in the opinion on emerging economies (with
matching trends in economic development) put pressure on the koruna. This situation
gained momentum in the second half of May. The development in transactions prior
to and following the May exchange rate turbulence is documented by the chart3¥/
below which shows an increase in average daily turnovers prior to May.

34/ Thechartis based on the data from inspections carried out twice a year.

In Q1, the volume of
transactions on the forex
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koruna exchange rate
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gave rise to an exchange
rate crisis

37



The koruna’s link to the
currency basket was
replaced by the floating
system

A decline in prices on
world stock markets and the
exchange rates of some
currencies on 28 Oct. did
not affect the Czech koruna
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Turnover Structure on the Czech Foreign Exchange Market
Average daily turnover by counterparty type (USD in bn equivalent)
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market makers

u Foreign financial
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During the period of attacks on the Czech koruna, the CNB entered the forex market
after a pause of roughly a year. Through short-term interventions on this market, the
CNB wanted to prevent inadequate currency depreciation. The CNB responded to the
existing situation by adopting restrictive measures curbing access to koruna resources.

Despite the foreign exchange and interest rate interventions by the CNB, it was
impossible to maintain the koruna exchange rate within the set fluctuation bane on a
long-term basis, and therefore, after averting the strongest pressure on the koruna, the
CNB, in agreement with the government, introduced the floating system orienting the
CZK to the DEM (i.e. cancellation of the currency basket) effective May 27. The
introduction of this new exchange rate mechanism led to the termination of CNB
trading in the fixing system, which was, in fact, no longer used.

Following the cancellation of the fluctuation band, the koruna was seeking a new
exchange rate level vis-a-vis the DEM. In Q3, despite some deviations, the exchange
rate could be considered as stabilised. However, the koruna exchange rate was very
sensitive to the publishing of economic results and the political situation. In this
period, koruna stabilisation was also supported by improving trade balance results.

A considerable decline in prices on world stock markets (of 10% and more),
a subsequent “return to quality” of American and other government bonds and the
reassessment of the strategy of some global investors to the detriment of the
developing market currencies did not affect the Czech koruna (nor the Czech stock
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market), since there was a state heliday in the CR, during which werld markets
calmed dewn and feund a new balanced level (theugh lewer).

[ncreasing pelitical instability in the final quaiter of the year resulting en Nevember
30 in the resignatien of the severnment, a lewer CR rating and deepening of the
financial market crisis in Seutheast Asia caused the keruna te depreciate even futher
at the turn of Nevember and December. The CNB alse inter\ened in supperting the
keruna in @4. [n the secend half of December, due te the clesing of bank pesitiens
and fellewing the appeintment of the new premier, the <jhiatien en the internatienal
ferex market calmed dewn, and the keruna strengthened.

V.3. The Capital Market

Capital market de\elepment in 1997 was characterised by a series of current facters,
especially facters having lengerterm effects on everall velumes, prices and alce the
structures of transactions on this market.

Accerding te a Ministy of Finance analysis, the mest serious lenger-term preblems of
the functiening ef the capital market were the lack of price, infermatien and
ewnership transparency en the market, issues cennected te the functiening ef
imestment funds and cellective imesting. [mplementation of the April ge\vernment
measures aimed at impreving the capital market sitiatien and its atrractiveness fer
demestic and fereign inveswors, has net yet been cempleted. The real results of the
measures fecused on capital market standardication and transparency, even theugh
the pesitive changes during 1997 (a stricter fulfilment of PSE member ebligatiens,
publishing the average reference prices of selected bends) strengly lagsed behind
declared effeits for their implementation. The Czech Parliament had net appreved the
apprepriate draf: acts by the end of 1997 (The Act en the Securities Commissien,
Amend ment te the Act en [nvestment Companies and [mestment Funds).

On the other hand, it was apparent that capital market develepment is censiderably
substantiated alse by the sufficient velume of cound liquid securities, paiticularly
shares. This was ene of the reasens for strengthening bend trading at the expense of
share trading. The issue of the share of price-making markets (trades where price is a
result of aggregate supply and demand) in wtal trading alse remains a preblem of
capital market functiening. Theugh the share of public markets strengthened (frem
42.9% in 1996 w 70.3 % in 1997), the share of price-making markets dealing in
sharesin all securities transactiens centinues te be \ery lew (5.2%).

Aeng with lengerterm facwers, invesser behavieur was alse affected by the latest
ecenemic and pelitical develepments in the CR, paiticularly by changes in exchange
rate develepment, interest rate mevement en the interbank market, trade balance
develepment and ether menetary and ecenemic de\elepment indicavers, relatiens in
the severnment cealitien, and last but net least, the financial market crisis in
Seutheast Asia. The result of all the abeve facters led 4 a mederate increase in e\verall
capital markettrades against 1996.

Securities Trade Structire in 1997
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The stock market responded
to economic and political
developments

Stock market trading
volume declined over 1996
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Stock Market Development

Price and trade developments on the stock market indicated relatively strong investor
sensitivity to events in both the economy and politics, which is documented by the
uneven curve of their development in 1997 in the chart below.

Following relatively strong growth at the beginning of the year, the main PX-50 Index
gradually declined, with smaller deviations, reaching its minimum shortly prior to the
cancellation of the koruna fluctuation band. This decline was a response to little
confidence in the adopted government measures, the latest economic development
and the situation in the government coalition. This downward trend was strengthened
by devaluation expectations prior to koruna depreciation; in mid-May, stock
exchange indices dropped to their lowest level since February 1996.

The June renewal of price increases was fostered by introducing a new exchange rate
regime on May 27, koruna devaluation (which investors connected to the forthcoming
rise in exporter profits) and by the expression of confidence in the government. This
growth tendency continued also in July and August, being replaced in September by
stagnation. In Q4, the PX-50 Index was affected by the financial market crisis in
Southeast Asia and the collapse of the government. Generally, the not very favourable
results in stock exchange trading were attributable also to poor performance results of
some of the leadling stock companies.

PSE: Automated Trading System
January 6 - December 30, 1997
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In general, the volume of share trading in 1997 was down 2% against a year ago.
Under this development, the main stock exchange PX-50 Index weakened in general
by 8.2%, the global PX Glob Index by 8.6% and the RM-System PK-30 Index by
3.4%. Also, most of the branch indices weakened, including banking. Only 5 out of
the 19 branch indices recorded growth (particularly the former investment fundls).
Prices of some of the most liquid issues dropped to a historical minimum. Market
capitalisation of shares and share certificates decreased from CZK 539.2 bn to CZK
486 bn, due especially to a reduction in issues trasded on the PSE.

The volume of the initial capital increase through the issue of new shares testified to a
rather small group of business subjects who can use this way of acquiring necessary
resources. In 1997, these shares were issued by 24 companies, totalling CZK 6.2 bn.
An analogous situation was with new bond issues totalling CZK 67.2 bn.



Bond Market Development

The government and corporate bond market was influenced by the same factors as  Government bond prices
the money and forex markets. In connection with the money market interest rate  reflected the movement of
decline associates with the koruna Eurobondl issues, prices of government bonds rose ~ MOney marketinterest rates
at the beginning of the year. In addition to the mentioned shift in investor interest

from the stock market to the bond market, this price increase was generated by the

growing supply of new liquid issues (e.g. SPT Telecom, Konsolidacéni banka). Despite

the temporary corrections at the end of February, with a slight drop in money market

interest rates, and with regard to the speculations on their further decrease, this price

increase continued until mie-May.

The weakening of the koruna in mied-May and an increase in interest rates led to a fall
in government bond prices, which also continued in June. In this period, the yield
curve took on a significantly negative tendlency, since the price decline was reflected,
in particular, in bonds with shorter-term maturities. Uncertainty on the government
bond market, caused, inter alia, by the amendment under preparation to the act on
income tax adjusting bond taxation, was reflected in the high volatility of prices, wide
spreads and limited quotations.

The decline in money and swap market prices and from the beginning of July,
a relatively stable koruna exchange rate, created preconditions for further price growth.
Nevertheless, nervousness on the market could still be felt, and price volatility was
relatively high. The yield curve stabilised as late as in September, however, keeping its
negative slope (the spread between the short and long ends was ca. 1 percentage point).
At the close of the year, the negative yield curve moved upwards by 1.5 - 2 percentage
points along its whole length, the spread between the short and long ends thus
remaining ca. 1 point.

Yield Curve of Taxed Government Bonds

17 4
— 6/97 —— 9/97 —— 12/97
16 - \
ag E
215
3
o e
g 1
13 - \
r ey,
12 . .
1 2 3 4 5 6

Maturity in years

The corporate bond market experienced similar development. However, price  The corporate bond yield
deviations in the period of exchange rate turbulence were more significant than those  curve moved above the
of government bonds, and at the same time, on a higher yield level (ca. 1-2 points  fevel of the government
above the yield curve of taxed government bonds). The spread between the short and Bomsly Eldgive

long ends was also wider. At the end of the year, the corporate bond yield curve

resumed its upward trend in connection with an increase in money market interest

rates. Its negative character became more visible, the spread between the short and

long ends being 3 percentage points.
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In PSEtrading, bend taking
pedeminated

The number of liquiel shace
issues centinued te fall

The decline in price-making
tiades centinued reganciless
of the steck ecchange
measures and the jnc.ease
in fees
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Develepment it Prague Stock Exchange, RM-System and Securities Centre Trading

A significant increase in Prague Steck Exchange trading was generated by an increase
of almest threefeold in bend trading, while the velume of share trading was slightly
drepping feor the first ime in the recent hissery of sveck exchange trading (in keruna
terms by 2.1 %, in physical terms by 3.5%). Alce, market capitalisatien of bends en
the PSE rese, frem CZK 136 .9 bn in 1996 te CZK 172 bn in 1997.

A faster increase in bend trading and a fall in share trading meant a radical change in
the structure of steck exchange trading. Until 1996, share trading had a decisive share in
eoverall trading, but in 1997, its share dropped te 35.6%, while the share of bends edged
up. This structural shift was accelerated during the May exchange rate turbulence, when
share trading significanty slumped. The new structure of capital market trading is new
getting cleser to the situatien en waerld capital markets where share trading velumes are,
in cemparisen with the velume of traded bends, reughly ten-feld lewer. Hewerer, this
structure on the Czech capital market is net a result of the achieved level of market
develepment, but of the abeve mentiened current situation en beth of these markets

PSE Trading in Particular Quarters of 1997 (CZK in bon)

Peried Shares Shareceniicates Bends Securitis
L X 753 2.1 7.5 1548
LIl 54.4 9.7 129.9 1549
I 57.8 45 144.8 1,635
NIV 54.5 1.9 111.4 1875
1097 2424 43 4332 8795

The predeminant pait of trading, 96.4%, was generated by eutright rades, while enly
3.2% of trades took place on the central market Against the previeus year, e share
of eutright trades increased, and the central market share centinues te decline.
Hewever, the velume of eutright trades was af‘ected, te a certain extent, by
transactiens which were net of the usual business transactien character (a change in
pertfelies of varieus inveswers, etc). Bleck trades which were intreduced especially
for the purpese of selling shares frem the Natienal Preperty Fund pertfelie, became
useless (8.2%) since the sale of the mentiened shares virtually stopped.

A decisive velume of trade was effected threugh the mest prestigious steck exchange
market - the main market (83.1%), the secendary market generated 3.1% of the
overall PSE trades and the free markef, 713.8%. The number of traded issues signalled
a shertage of attractive issues feor trading.

The preblem of the cenfrafl markef as a market where prices are a result of aggregate
supply and demand (hereinaf:er “price-making market”) is ene of the bigsest
preblems of the steock exchange. (ts share of brading had a dewnward tendency alse in
1997, theugh the measures tewards strengthening trading en price-making markets, in
accerdance with the April ge\ernment measures, were implemented. (t turned eout
that mederate adjustments in fees for steck exchange trading and the prehibitien of
trading in main and secendary market securities sutside eorganised markets for svock
exchange members are insufiicient and that selving this urgent capital market
preblem will necessitate effecting seme of the measures which have been suggested
for a leng time (e.g. establishing a fast, and fer users, comfeitable settlement system,
tightening regulatery mechanisms).



Share of the Central Market in Trades (%)

Sonek haias fhar cerificite Teul
1992 41.3 12481 16009 bouiy
1994 2.4 2BS $31 258
1935 4.2 171 5885 (155
1995 4.1 1151 42.5 723
lsthalf 1937 .9 X el kN3
2nd half 1997 (N ] 77 47,6 2.8
5 7 .9 $4 419 22

[N the interest of increasing the efficiency of this market, the PSE is preparing a
number of new measures The SPAD systern is being prepared, which wil require the
functien of market maker and sheuld increase the liquidity of the mest impeitant
issues. [n additien, derivative trades are being prepared as well as the New Market
Preject for small and medium-size businesses This preject will provide the jssuers
with the pessibility of financing threugh new share issues with the existence of the s o
called patren, which sheuld functien as a market maker for issues. The completion of
the legislative precess which enables the establishment of the Securities Cemmissien
(appreved by the Czech Parliament in 1998) is anether faveurable signal.

[ncreased trading was alse recerded on the RMSySfem As on the PSE, bend trading
srew the fastest, follewed by share certificate trading; share trading srewth was the
lewest Theugh share trading centinued te be the mest impertant en this market, its
relative share of tetal trades dropped frem 94.9% w 74.5%. At the same time, the
share of bends rese frem 2.7% in 1996, v 18.5%.

Similar w the PSE, the preblem of price-making trades centinues te exist en this
market as well, the share of eutright and bleck trades (95.2%) being the maest
impeitant and the velume of trading treugh running auctiens (4.8%) being lewer.

1he Securities Cenfre saw a significant decline in charged transfers due te
adjushments in fees for bransfers Nevertheless, the shif: of come of the transfers frem
the SC inte eutright trades en public markets sheuld net be everestimated, since with
respect ¥ price transparency, they de net differ very much.

Charged Transfars in Particular Quarters (CZK in on)*/

Peried Shares Share cenfficates Sends Securities
L X 5.4 4.1 758 12 1]
L 1 45.3 29 19011 1499
|1 Ry 45 42.4 73.2
N 13.% 5 4.2 186
13997 141.1 e 2243 728

35/ The velume of clargedstaie transte s & redueed by CIK 19.3 1 due w U2 transfer of MaN3 Kremaiis shaies whece
Pric:as we e sstincerrecth (CZK 3 mil. pershare)

Fourther PSE measures te
impreve the sitvatien en
this market

Trakingvelumeen the
RY1-System (ese mere
significantly cempar el te
1995

@nly the SC recersed
a significant decling in
trading ever 1996
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MONETARY SPHERE

I. MAIN MONETARY AND ECONOMIC INDICATORS

1992 1991 1934 1995 1936 1997 |
1@ I-llQ|l-llel-IVe
A.MONETARY AGGREGATES
Moeey supply M2 k2 nyan 20,7 19,8 19,9 14,5 a2 2.3 (13 L 93 19,7
Clientcredits ko 4 12,1 209 12,2 13,1 13 9,9 128 19,6 19,2
Clientde posi Y N 4 269 223 12,8 188 E,T 6.3 22 39 19,9
Average interest rateson credits
and dzposite of cliems
on Ueadit k2 ] 1381 1408 13,17 12,80 1254 119§ 13,43 13,12 1322
ondepsit k2 3 2,12 2,02 7,06 696 6,79 685 2,56 7,68 272
margin k2 8 634 7,06 6,95 584 878 533 5,47 5,44 5,50
Avelage interbank intarest
rate on dz posits (PRIGOR}
7 day H 5 1953 SH 1228 11,17 12,67 71248 3528 71459| 716,64
3 menth H 5 13,82 500 1265 1093 1267 1240 2598 1774| 17,50
& menth H 5 14,64 Q21 12,65 1089 1265|1276 2124 14,77 17,40
8. FOREIGN EMCHANGE PAYMENT
RELAT I@NS
Calanceof paynments
current acceunt US® in mil. . 4558 786,58 -T369,1 42922 -T088,7| 1934 2554,1| 3155,8
capital ard financial acceunt US® in mil. . 24709 3371,1 82327 42923| 781,9] 5394| 15792] 192,71
CHE foraign exchange raserves Uus®inmi 8 $42,5 3871.8 6243,4 14022,9 124354 |1172172,8| 10763,7| 14935,6| 9773,%
Extemal debtin sonvertible Us® inmi 8 7082,4 84955 106942 165455 205446 (20390, 7| 27173,8| 27082.9] 27352,4
CUrrencies
Exchange rate
CZKASP e 2829 29,76 2878 2658 27,14 2827 29,68 31,17| 37121
CZKEM a8 18,72 17264 1275 1852 18506 1709 172,82| T15e0| 1328
C.STATE GUBGET
revenuss CZKin bn 25T,4 3589 3%5 4400  452.5| Te65| 247TS| 3677 Sene
experulitures; CZKinbn 283,71 3569 3801 4328 444 T153| 2583| 37729 8247
balance CZKin bn -1,7 1.1 19,4 2.2 -1.6 -85 T43 102 15,7




B. MACROECONOMIC RELATIONS
Groes domestic product
Consuoiption

* heisehelak
¢ gevernment
* nen-prefitinstititiens
Gross sapital creation - towl
* fieed
*stechand reserves
EQUTPLT

indistry

censtruc tien

F. AGGREGATE PEMAND
Toml retail, satering
and aceomniodation sales

current prices

censtant prices

Househo ld nioney insomes and expenditures

Nomiinal
* incemes:

¢ experitures;

Real
* incemes:

¢ experditures
Average wages

Noniinal
Tetal
*irdustry
* construction

Real
Tetal
*irdustry

* censtrctien

CZK in bn
%,
CZK in bn
%,
CZKin bn
%,
CZKin bn
%,
CZK in bn
%,
CZKin bn
%,
CZKin bn
%,
CZKin bn

k2

ko

%s
%

%
%

%
%

%
%
%

%
%,
%

4l
L1l
4l
14
4l
14
4l
14
4l
14
4l
i1l
4l
i1
4l

THITTIT2)

141 111131

LUl
LUl

14
14

Ll
Ll

14
14
14

14
14
14

3

12,7
24,3

59
33

il

225
196
22,4

w3
7.4

Fl

a4

il

1991 1334
11486

5279

5649

255,5

7.5

346,

3308

82

-5.3 21
725 2.5
276 184
253 1728
56 52
3,2 21
253 188
238 157
286 148
3,7 2.7
25 4.5
85 3.8

1995

121,6
64
561,83
4,2
43,1
X
250,3
2.4
54
124
426,
23,1
4112
21,9
14,9

57

il

35

il

14,9
6,5

7

18,4
16,0

35

¢}

5,3

il

17,5
17,4
14,8

ity

Fl

7,2

Fl

5.2

1936

126904
38
54
b2
8455
74
2606
4.1

a3
19,7
4815
13,9
4468
57

34,7

[

s

4.8

il

202
12,1

133
154

4,1

fl

(A

il

159
174
153

55
7.

52

X |

2

1997

1 I-1l@ I-NQ I-IVe
284,85  503,0| %244| 12818
1,2 (R ' 1,4
21,8 4448 #7272 9212
3,1 kX 11 '
147,8| 3174| 4828 658,1
4,9 48 24 1,6
s0.8| 1230| 1835 2559
s 1,7 -2,3 2,1
2,1 4.4 7.2 19,1
19,5 48 5 56
192,20 2175 23372,72| 47e,7
6 1,3 -2,1 -2,2
s2.8 1811 2838 4250
e -5.9 -5,7 48
24,4 38,4 538 a5
-3,5 . 2,1 4,5
5.2 -1,2 3.4 3,8
7.6 53 85 7.4
2,5 35 14 1,8
12,8 131 12,9 12,1
a8l 117 194 19,3
51 58 48 33
2,5 45 23 1,7
13,7 133 13,1 11,8
13,5 13,8 135 13,5
11,2 s .7 a5
6,2 X 4,8 3,1
69| 85 52 4,6
3,8 297 1,7 (R
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1992 1994 1934 1995 1996 1997
I 1-1lQ 1-1lQ 1-IVe

G.PRICES
Comcumerphices %, 191 11,7 208 19,0 9,1 53 71 (%) 79 55
s trial producer prices b)) 191 9.9 13,1 53 7,6 4.5 4,3 43 4,7 4,4
Cone truction work prices %, 191 11,6 259 13,8 11,0 113 19,7 199 1,1 11,3
Agriculture profucer prices % 191 72, 8.4 4.7 7.6 53 3,8 29 3,6 2,9

H.UNEMPLOYMENT

numbzr of unzmpleyed persens theisand &) 1348 1852 166S 1530 18623 1996 2026 2476 2689
unempleyment rate L) B 14) 2,6 35 3,2 2,9 35 3,8 49 4.5 52
|. FOREIGNTRADE

Toml trade balence

expoik €ZKinbn . 4216 4864 5747 S%46| 14728 3245 ses1| 7147
impers CZKinbn . 4261 51,5 e7e4 7523| 1ss.;s| 088 s11,7] 8855
balance €ZKin bn ! 45 451 457 -1577 ssel 743| 1038 Tae3

Tewml yearon-year increases
axpelt Y, 191 ; : 10,6 23,2 35 03 192 15,8 20,2
imperis % 191 ] ; 12,7 33,7 122 8,7 109 11,8 13,7

1) Increase 1o the previeus year same period
21 M2 = currency in clrculaten, demand dzpesi, time deposin, fereign curency depesit, residens
31 Residens
4) Residans and ren-recidens
$) Average menthly ratea: ef the pzried end
8 Actuak a: efttie peried erd
;) &charge rawe midpeint
§) Average in given peried
91 Censtant prices 1994
191 Increase ta the pravieus year same pearied {average in given paried)
11) Including small businessas and natural entitie havirg business licence
121 Censtant prices up te 1986 gesds preduction, fram 1997 irdistiial preduction index
131 Censtnt prices {average of 1994 = 1041
14) Parcemage of labeur force



Il. MONETARY SURVEY

T@OTAL ASSETS
A. NET F@REICN ASSETS
- ases

- liabilities

8. NET B@MESTIC ASSETS
7. Bomestic cradie
1] Net credit to government )
b) Net credit to National Property Fund
<l Credis of commercial banks and the CNB
ca) credis in C2K
- enterprises
- households
cbl foreign exchange credis 21
2. @ther net items

M@NEY SUPPLY
A MBNEY
2. Currency in circulation
2. Bemand depcsin
a) Enterprises
bl Households

<l Insurance companiss

8. QUASI MBNEY

. Time deposie
a) Enterprises
bl Households
<l Insurance companiss

2. Foreign currency deposise 2
a) Enterprises
bl Households

Adusted M2 x|

For information
Increase to the same month of tie previous year
7. Monetary aggregate MG 3]
-C2Vinbn
- %
2. Monetary aggregate M? 4]
-C2¥inbn
- %
3.Monetary aggregate M2 5)
-C2¥inbn
- %

x) Adjusted for float and shon:term operations of some banks and for SPT Telecom deposit with CNB

21 Including W8, W8 Japan, EC and C24 loans
2) Residenss

3) Currency in circulation

4) Currency in circulation, demand depcsit

1992
12

598,46
35,5
102,7
7,2

S63,1
6036

333
24,5
545,0
578,5
532,0

44,5

16,5
-40,5

598,46
3063
58,9
2474
173,8
71,0
2,6

292,3
2364
29,8
168,9
37,7
55,4
16,0
37,9

588,

26
%

50,3
19,4

100,8
20,7

194923
12

720,4
89,6
187,5
37,9

30,8
7129

35,7
16,7
695,5
6696
623,

44,5

25,9
-83,7

720,4
359,49
59,8
200,
209,2
8s,2
5.7

i

3890,5
3032
67,0
205,8
34,3
57,4
92,7
45,7

704,46

0,9
1,5

53,6
17,5

174,5
19,8

19494
12

8704
1944
2758

87,4

§76,0
817,5
233
18,0
8724
768,9
722,5
46,4
43,5
1415

8704
427,8
84,0
3378
232,2
100,4
52

448,64
387,8
105,2
242,4
40,2
60,8
16,6
42,2

B845,?

24,2
40,5

7.9
17,2

140,5
19,9

1945
12

1029,6
317,4
4932
81,8

728,2
929,5
25,4
-15.3
979,4
8223
784,8
35,5
97,7
201,3

1029,6
453,3
104,3
349.0
226,6
1178

4,8

S84, 3
498,8
153,6
3037
42,7
87,5
51,7
35,8

©12,3

20,3
24,2

31,5
7.5
87,2
14,8

19396
12

1120,5
281,9
538,0
256,1

838,64
1029,7
28,5
-15,9
1017,7
66,6
B5C.6
36,0
128,5
-191,3

1120,5
475,3
178,9
356,4
229.8
121,9

5.1

45,2

554,5
175,49
32,8
20,8
8s,7
45,6
40,7

1105,8

14,6
14,0

22,0
4,9

93,5
a,2

1101,8
283.3
544,5
26,2

878,5
1057,7
24,4
23,3
1026,6
B84,3
B850,4
38,9
147,3
-239,2

1101,8
4323
117,4
314,7
179.4
720,9

4,4

669,7
5765
145,5
470,8
20,2
93,2
57,6
47,4

1088,4

13,9
12,4

il

7,8

’

74,7
7.3

S) Currency in circulation, demand deposi®, time deposi®, residenss' foreign currency deposie

1135,2
292,9
8027
209,2

B42,3
17149,7
47,3
18,5
1088,9
915,3
874,3
41,0
173,6
2774

1135,2
97,3
112,9
2832,4
164,6
1154

3,4

7374
06,5
1444
434,5
27,6
137,4
71,7
54,7

1123,2

1,0
0,9

48,3
-10.4

69,3
6.6

1987
9 10

1753,3 1783,2
377,7 331,
§07,9 @308,6
296,8] 207,5

B42,4 8327

1107,7 1123.4
31,2 26,7
33,2 -13.6

1089,1| 1700,3
906,2 90,0

B63,7: Ba4,2
43,2 43,8
82,9 192,3

-264,7 281,3

1752,5 1763,2
4127 420,8
117,2. 118,49
294, 201,7
373,9) 779,8
178,2 117,0

2,8 4,7

747,4
70,2
150,4
438,
21,7
137,2
69,0
62,2

742, &
08,1
147,3
441,0
19,8
124,5
70,7
4,4

1144,5 1155,7

7,3 2,9
1, 2,5

26,6
-8,2

20,2
-7

40,2 90,4
8,6 8,5

C2Z¥. in bn

n

1749,
240,2
§65,3
325,

B828,8
1126,5
24,8
-14,2
1715,9
974,5
870,0
44,5
201,4
-297,7

1749,0
4244
122,
02,3
180,4
11493

2,8

7444
§76,9
157,2
446,0
19,7
127,7
67,5
66,2

1769

il

3.4

2,9
-37,7
-8,0
8s,3
7.9

il

|
12 |
1

1217,8
3355
6726
338,

882,
1137,7
37,9
225
1712,9
912,6
Ba4,?
48,5
2003
255,68

1217,6
445,
1149,3
325,8
204,1
117,3

4,4

7725
§34,0
138,2
470,
25,7
138,5
71,6
66,9

1217.6

C.4

fl

a,3

fl

30,2
6,4

117,8
10,7

49



Il. CREDITS TO CLIENTS

A TOTAL CREPN(S 1) CZK in b1y &1 of periad bakince
1992 1923 1994 1995 13% 1997
12 12 i 12 12 12 3 6 * 19 1M 12
|
1.7@ AL CRE®I"S SV RECIPIEN 5347 7015 8222 #3903 9354 9528 111,32 101,4 N23,2 N42,5 14,5
A1 C2ZK CREPTS 5678 8722 7755% 3260 3956 3956 9245 N7 %N6,7 2256 92356
3) Residen's 5676 6887 7738, 38231 338,38 M6 6,7 34 92 NEE N4
ofwhich:
nen financial ergmnisatiens 4738 5212 58537 B4S4 73%® N3 7358 7288 7325 7338 7233
fimancial sacrer 4 54 145 23,7 28,3 56,3 83,1 (3] 8.5 62,6 (N3
1N6 URNCE COM PBNies 19 3 o3 3 5.5 2, 1,7 9,2 L B 3 3
piblx- erganimtions 4 13 1.3 55 35 4,9 4.9 12,9 19,9 19,2 19,6 13,8
nen proail erganisatiens [ X3 22,9 27,3& 270 1,4 1.5 1,2 1.5 2,3 1,5 1,5
small businesses 282 463 (3] 5.3 85,5 82,3 535 58,6 54, 56,6 55,9
heseholds 465 46 48,4 35,5 33,9 339 1,9 43, 43,3 44,4 43,5
othas 2 172 282 22,8 2,3 7.2 2,9 3,6 7 87 53 4,2
b Han rasidents 2 32 2,7 2,9 53 59 7.8 53 5.5 29 b X ]
B) FOREICH EXCHANGE CREDITS D %2 288 457 1443 1398 1572 186,8 1%6,7 2485 2016,% 207,98

2. @TALCZKCRE®ITS

8Y SECTOR 5678 8722 7785 82%,0 8956 3956 9245 M47 6,7 %256 %236
3) Residan's 5676 6687 7738 8231 33883 e 16,7 M4 92 NEE N4
ofwhic-h:

a) Sta it sacter 41 2784 2238 2123 wZ,® 15,8 942 e S 134,5 1387 133,80 1430

b Private secler Co eperatives inclused 212,4 3531 4504  SS1,0 837, 6395 666,38 6833 8828 BEE,1 6559

Q Uider fareigh central 15,9 20,1 42,1 47,3 55,7 (LA < X7 5%.% 53,2 603 82,9

d Heuseholds 455 455 464 35,5 330 33,9 41,0 43, 43,8 44,4 43S

&) ®thers 172 282 228 21,3 7.2 2,9 3,6 70 87 53 4,3

b Han rasidens L ) 32 2,7 2,9 53 59 73 83 55 29 2

3. "@TALCZK.CRE®ITS

8Y IN®USTKRY 5) 5678 8722 7785 82%,0 8956 3956 9245 47 6,7 2256 %235
of which:
A Agriulture, humtingaid fehing 273 264 25,7 30,9 32,5 30,7 26,3 30,7 30,3 3,9 30,9
b) Ferestry and legging 2,6 (R} 14 1.3 2,5 2,b 2,4 1,8 1,2 1,9 1,8
A Miningaid auarrying na n,38 19 19,6 19,2 13,2 12,9 151 14,3 14,8 13,3
& AmnuRcturing industiies 1865 198, 2336 253,5 282,7 2738 2635 2582 2533 283,84 2542
feediidisty 25,8 30,0 374 42,7 437 487 439 47,4 47,2 487 50,5
1extike, clahing a1 lemther preducs 143 15,7 13,8 19,2 22,0 2 2,9 18,9 181 18,8 18,2
wWees preeessing, paper
g printing . . . . 20,2 19,6 12,4 17,8 19,7 17,3 16,6
ceking, @il preesssing,
nuck:ar fuel preducten ; ; ; ; 3,9 2,8 3,4 1,9 1,8 3,7 3.3
chemical aid pharmaeeuticnl 5 3 3 5 24,1 21,3 21,3 PAR 25,3 22,94 22,3
rubber and phstics : ; ; ; b4 e 7a e b e bTd
glxs, poreelain aid cenétuclion materials . . . . 12,9 13,7 12,8 n,8 12,9 122 12,9
memls aid metallugy E ! ! E 354 4,2 333 36,2 35,9 36,5 38,4
maching and squipment ; ; ; ; 340 3 33,8 34,3 33,4 38,7 32,4
elactical engines a1 applmnces 17,9 151 174 18,3 15,9 14,8 14,6 14,7 15,9 15,3 14,8
meanrs of 1"ansper preduction : . . . 22,4 294 30,3 27 % 27 % 23,5 27,3
Ahers . . . . 37,6 13,3 12,0 n,s 12,0 n, s n,2
&) Preduction 3148 &istributien ef electicily, gas
and wele 172 189 1s,9£ 19,5 283 296 32,7 35,4 33,5 32,3 34,1
N Cerétruction 1,6 229 25,9j 293 3,5 32,7 32,7 33,0 331 33,% 3,2
g Trrds, ml&, carrirg,
accemmaedntion 1255} 153,83 1983 213,77 2,5 2077 213,5 21,6 2058 214,2  20%%
MTrrspert sleage, wurism,
e MMunicatliens 14,8 14,3 225 21,9 22,1 22,5 24,3 23,4 29,3 24,4 27,8

i Others & W33 2253 2383 2462 2683 233, 3850 33,5 35,5 58,1 32,8



4. IME STRIICTURE @F
CZK.CRE®ITS IN" @ AL
of which:
) Shertterm
B Medium term
C) Lerg term

Leoc infe amalis
1. Increase of credits 1o the same menth
ol previems yea- - loml
C2K in b
Ya
of which:
N CZK credit
CZK in bn
Ya
A Credits in foreign curreicy
CZKin bn
Ya

2. CZK crediss by secter
(share in %ol
CZKcredit in o3|
3) Residants
of which:
Q) State sscer
b1 Pivate sacler (00 @peatives inclused
Q Urder fereign cential
d Households
&) ®thers
B Hen residents

3. CZK. credi by indstry
(share 1nYa)
CZKcredit in 1013l
of which:
31 Agriculture, hunting and fishing
b Forastiryars leggirg
CIMining Ind QuLarrying
& renufacluring industry
&) Preduciion and dstributien of elactriaty,
£35 W weler
) Cerét ucven
¢) Trade, saks, catring, aecemmerdmtion
N Trrepar, sterge, \@urem,
cemmunicatiens
N@hers

4. Tane structhure of CZK credits
(share inYal
CZKcredit in o3|
of which:
31 Shen. term
b Medium Brm
clLeng lerm

1992
12

5673

072
1559
1956

72,4
14,6

109
9

43,7
374
2,7
12
39

i

i

i

4.8
o5
12

329

38

29
220

22
295

19

383
273
34,4

1993
12

6729

2779
1941
2018

N6.8
2008

1951
13,5

n,z
62

0
"5

332
525
kX )
(5.4
32
s

i

38
.

1.8
294

2.8
34

‘

229

22
335

i

4“2
238
309

1994
12

7785

3159
2338
227,9

12,7
172

1436
15 4

17,
593

19
"5

273
539
54

‘

6.9

22
4

‘

i

33
L P
14

¢

39,7

21

35
255

29
304

1009

40,7

390,
292

1995
12

3269

3459
249,3
2397

198,1
13,1

495
64

53,6
12,2

199,9
"

203
%4
5,7
4,3
2,8
04

v

.

3,7

¢

9,2

v

1,3

.

30,7

2,4
3,5

v

25,9

2,5
298

.

41,9
29,1
299

199%
12

3956

387,
232,
25,7

1951
n,3

A3

2

34
35,5
34,9

190,9
"4

17,9
7,2
52
4,2

v

3

v

96

v

.

36
03

v

11

.

n,s

33

3

3,4

3

24,2

2,5
30

.

433
25,9
39,3

3956

335,3
233,9
277,3

05,9
X

.

47,7

56
47,3
43,9

199,0
9.4

18,1
71,4
73

a3
93

v

96

v

.

3,4

3

3

(2

1,5

.

30,5

3.3

3

38

e

23,2

2,5
n,z

.

43,9
26,9
31,9

924,5‘{

396,38
24,9
283,7

123,4
12,5

43,6
5§

74,3
(%4

199,9
")

15,7
72,2
6.5

44

‘

L

v

%3

(

2,9
3

v

21

.

299

3,5

3

3,5

3

230

PX3
33,9

42,9
26,4
30,7

CZKinbiy &1 of periad balnce

1987

94,7

3345
237,3
292,9

196,9
19,6

33,3
3,8

73
59

199,9
23

14,7
72,6
6.5

4,7

v

3

v

7

v

199,9

3,3

13

9,2

v

1,6

.

27,4

3,9
36

v

23,0

2,6
34,3

199,9

42,9
26,9
32,9

19

N7

382,3
241,9
2925

199,3
19,8

29
3.3

50,7
64,1

199,9
293

15,1
72,3
6,4

4.3

v

7

v

7

v

199,9

33

3

9,2

v

1,6

.

27,7

38

38
22,4

3,2
34,4

199,9

41,7
26,4
31,9

n

025
399,5

233,8
2963

nze
n,s

32,7

3.7

1

35,2
84,7

I3

100,9
X

15,9
7,9
(%]

v

4.3

i

3

(3

1,9

.

.

3,4

3

9,2

v

1,6

I3

23,4

3,5

v

3,7

1

23,1

2,6
33,5

.

42,2
25,8
32,9

12

2236

3764
2459
309,3

1961
19,2

25,9

3
781
55,9

199,9
LX)

15,5
71,9
(%)

52
5

d

1,9

.

199,9

3,2
02

v

1,4

I3

27,5

3,7

¢

3,4

3

22,7

3,0

1

34,9

199,9

49,3
26,7
32,5

51
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8. NEWLY GRANTEBD CREBI(I'S
1992 1993 1994 1995 199¢

12 12 12 12 12 3 [ 3
1. TOTAL CZIK CREDITS
BY RECIPIENT 7) ; 49,2 53,9 770 923 5,3 77 s
of which:
3) S e enenprises 3 0,5 12,4 n,e 19,1 38 6.6
%) Privale Busin asss and ee &peralives : 21,3 309 56,4 673 493 52,3
<) Businesses under faieign esnvel ! 6,6 4,7 72 n,6 19,1 14,3
4V Heusehelds ] D3 D3 1,2 23 1,2 1,9
&) Feieign counu-ies (nen 1esidems) 3 0, . 0.6 [ )] 04 1,5
¥ @hes . 6,9 1,6 [ Jod 1@ 04 [ K]
2. TOTAL CREDITS
BY TIME 5 49,2 53,9 77 923 85,3 77,5
of which:
Q) Shen wrm ; 36,8 43,8 57,2 733 523 K3
) Medium wrm ; 9,2 18,1 e,2 18,3 65 36
< Leng erm 3 4.0 6,0 87 a3 3 6,1
fe.r infermatian:
1. Cumulative increase i new <redils
fram Year beginning
CzK in'»n | 497’8 se33  7ee,3 7137 17ém 3937
2. Tine struchuie efnew credi
(share in ¥
Tewl new crading ; 1000 1000 1000 1000 1009 1009
of which:
Q) Shen wrm : 732 730 74,2 733 3. 31,9
%) Medium wrin y 18,7 16,9 13,2 na e na
< Leng erm 3 19,9 12,6 00 . 79

11 Belance of granved and poid up ciedit

21 Nen spacified credis and ciedis granied w 1ecipiens witheul @ Janisetien demifisotion Numiser

3) Resident: and nen rakidems in cenvenisle and nen cenvenisle cunencia including CNE

N Credtgranied by 1he CNE o the Navienal Prepeny Fund included

5 Since 1 July1996, number of meniwe d ind ustries wes enkigad

6) Actvitis in 1he real esae ame; leesing of mechines and instrumems witheur sweff; kaing of censumer geads.
dara precesxing and cennecied aclivili:s; 1akearch and developmen), @herirade serviees; pudlic adminisuatien;
defence; eo MPulsery secial insurance; afucavien;
heahh caie; vewrinary aciivities; secial acuviias; sewage 1emevel; secial @rgan Kauens’ aclivities;

racreliwnal, cuhural and spening aciivities; @her services; privare heusehalds with empleyad ps cens; axvaveriveriil @gangatiens and
assecialiens; ether o0 uiselions whece wranch ckixifiesrien numiseris unknesvn 1 the financial insinuien; finanee; insurance

7) Up wahe endef 1994, new credit granied By 1he Caach Savings Bank (Cesle spativelna) excluded
3) Nen specified credis and cied s o racipieims witheul ®gan g dien Identficnion Numipsr

71,3

7S

L
51,7
9,4

Te

1.9

Y

04

i

04

i

845

08,0

32,9

o

3,3

s

3,8

FAN |

77
58,6
9,8
2.

¢

0.3

v

[ Jis

FAN |

53,6
74
5,8

e

08,0

22,6
10,4
’e

CZK in »n

736

n,4
458
n,3
2,
23
02

736

C Al

i

54

R

FR]

749,

1000

3,7

73

ng

12

g

103
56,4
143
43
45
.’

i

91
6% 6

12,6
93

3482

1008

783
138

1..3:



IV. CLIENT DEP@SITS

CZKin bn,end of paried balanoe

1992 1993 1994 1935 19% 19497
12 12 12 12 12 3 6 9 10 11 12 1
1. DEP@SITSRY SURJECT TOTAL 5835 713,38 8419 9939|1060,0|14655,3| 10982 1111,4 1124,5 1124,4 1175,9
Al CZK DEP@SITS S18,8 64834 7713| 8398| 964,7| 9359| 4334 9504 9564 966,90 1405,2
a) esidems 517,9 46,7 768,6|| $42,1| 4952 1| 9258 4275 9406 4946,1 9555 9941
of which:
- rn-financial erganisatiens 1389 1583 2075 131,4) 2825 2138 1993 2126 2094 214,08 2193
- finanoe [ B.] 38 104 194 234 220 145 192 196 184 2,9
- insuranoe 493 4240 455 48,7| 258 248 31,0 245 2384 225 M0
- public erganisatiens 11 ce02 765 778| &1,4| 78,7 728 783 71 71,9 719 1,7
- ranprefit erganisatiens 57 6,7 78 160 11,2 108 11,2) 12 124 12,70 12,4
- small entrepreneurs 200 251 34| 345 374 3s8 367 394 434 449 40,2
- housetw|ds 2393 291,04 3428 4209| 484,4| 5418 5499 5563 558,8 565,1 5874
- sthers 2189 333 433 477 3.7 s A6 5.4 7.9 6,9 6,2
b Nentesidens [ 1,7 2,7 77 86| 19,1 109 .3 a8 105 1211
B FOREICN EXCHANGE DEP@SITS 21 848 854 897/ 991 o83 1194) 159,83 181,80 1845 1584 189,7
2.CZK DEP@SITS BY SECT@Rr
TOTAL S18,8 8434 7713 3998| 964,7| 9359| 9384 9504 9564 966,90 1005,2
a) esidems 5180 846,7 7686/ 3421 A521| 9258 4275 9406 946,1 49555 9941
of which:
a) Sawe secwr 1) 181,86 152,50 1839 1834 184,8| 131,7| 19,7 1187 117,72 117,7 120,2
b Private secter {co-oparatives includad) 345 15,1 191,7| 234,6| 259,8| 2215| 22,2 2274 2284 2275 2359
<) Businessas undar fereign centrel 19,7 14,8 260 245| 34| 28,9 234 31,81 34,2 333 434
dl Heisehe lds 2343 291,60 342.8| 4209| 484,4| 541,38 5499 558,31 558,88 5e5,1 5874
e) ®thers 21,9 383 433| 477 3,7 2 A6 5.4 7. 6,4 6,2
b Nentesidens 9.3 1,7 2,7 7.7 36| 10,1 19,9 .3 a9 105 121

3. CZKDEP@SITSRBY INDLSTRY

TOTAL 3 5188 8434 7713 3938 964,7| 9359| 9384| 050,41 956 956,90 14462
of which:

a) Agriculture, hunting ard fishirg 6,7 74 4.5 190, 135 19,2 6.2 7,3 79 6,8 6,8
b) Feras iry and lexging 1,6 1,3 2,2 A5 53 an 1,8 2,5 2,5 2,5 2,7
< Minir@ and quarryirg 34 4,4 4 a6 135 10,4 162 a9 a2 a5 7.4
dYManifaciurirg industy i7,4 454 53,4 84,1 9.4 53¢9| 41 483 476 Se,2 532
-feeds1ufé 56 55 6,6 38 11,3 33 54 55 % 57 5.x
- Wctile, clothing and leathar preduce z. 2,8 53 45 7.9 a3 23 2.4 2.8 2,7 2,7

-weed preesssing. paper
ard printirg : : . L a3 5.5 4,2 4,4 4,3 4.4 5.0

- ceking. @il presassing.

nuclear fual preducten . . y . 1,1 9.5 9,1 1,3 .3 1,4 1,8
- chemical and pharmaoettical E : : : 7 5.0 25 A2 4,6 4.5 4,6
- rubber and plastiss E { : : 53 2.4 1,2 1,6 1,58 1,7 1,61

- glass, peroelain and cerstructien maerials R z4 2.8 ER A 2.0

.8 A8 ;

a 51 71 71 7.2 6,6

9.2 3 6,2 6,2 6,4 58 6,1

- elactical enginz: ard applianess 43 Sz ’2 4.5 x 4.4 7.8 6,1 6,4 7.4

- m2ans of tarspert preductien I : ; : 6,5 A an RN ) 2,3 2,7 4.7
H

- matalsand metallurgy
- machinz and equipment

-
n

2= il il

- cAhers Bl 44 2,6 A2 a5 4,9 4,1
a) Preductien and distributien of elecricity,

Bas ard waer 6,4 114 138 147 151 194 105 1520 134 135 12.%
f) Cerstruction 123 14,2 183| 211 26,2 18, 18,7, 180 176 182 194
2 Trade, sales, catering.

accemmaedatien 335 389 534 31 73| 527\ 577 5p3A K53 533  s,0
h Transpe, sterage, teurism,

cemmunicatiens 43 162 175 3, 204 151 151 15,1 154 155 1540

@thers 4982 513,7 s345| 6353 7e0.3| 7568| 7301 7778 7874 81,5 8234
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4, CZK DEP@SITS BY TIME
TOTAL 4)
of which:
a) Shert-term
bl Medium-term
d Lerg-tarm

Far informatien:
1. Incraase of depesits fa the :ame manth
of previeusyear
-CZKinbn
-%
of which:
a) CZK depesie
-CZKin bn
-%
bl Fereign currency depesis
-CZKin bn
-%

2. S2cter structure of CZK depesite
{share in ¥l
CZKdepesis in tetal
a) Residems
of which:
a) Stae cacver
bl Private secter { co-eperatives included
<] Bsinesses urder fereign centre|
dl Heieehelds
e ®thars
b Nen-residens

3. Industrial structure of CZK credits
{share in ¥l
Tetal CZK ciedite
of which:
a) Agriculture, hunting and fishing
bl Ferestry ard lesgirg
d Mining ard quarrying
& Manufacturing indus try
] Preductien and distribittien ef elactricity,
gas ard water
f) Censtructen
2 Trade, siles, casering. accemmedatien
h Trarepert sterage, teurism,
cemmumicatiens
il @thers

4, Time structure af CZK depesit
{share in %1
Tetal CZK dzpesis
of which:
a) Shen:term
bl Medium-term
< Lerg-varm

11 Depesit of the Natienal Preparty Fund included

21 Resident and nen-residant cenvertible ard nen-cenvertible currency depesits including CNB

5183

3731
196,2
385

145,2
254

199,4
"

M

16,3
2,1

46,1
4,2

fl

92

199,9

3
0,3
056

il

7.3

i

1,2

’

2,4

il

6.5

1,8
78,7

1999

71,9
205
7.6

31 Sinee 1 July 194496, numbzar of menitered irdus tries has increasad.
4] Sherttarm depesit te 1 year, madium-term depesits fram 1 te 4 years, lerg-wrm dzpesits ever 4 years

1443

12

6484

4674
13,1
44,9

129,2
22,3

1296
259

9,6

il

9.4

il

194,9
"7

194,90

12
92

il

.7

dl

79

il

1,8

’

2,2

il

6,1

il

1,6

’

79,2

194,9

72,1
21,9
6,8

il

1994

12

7713

555,6
1749
41,7

127,2
17,8

122,9
19,4

1999
a5

2ie
249
a5
444
5.6
04

il

1999

1,2
0.3
1,0

il

7,8

1990

72,9
226
54

=

CZKin bn, end of peried balanes

1995 1995 1997
12 2 3 6 q 10 11 12
$a83 9687 d35a| 34| %5e.4 9564 966,40 1046,2
6485 727,00 7196 7348| 744,6 7472 7560 7848
2018 1736, 1578 1394] 1353 1353 1344 1388
593 53,2 S34] 650 5 725 74,7 81,5
157, 61,1 62,4 733 e84 e85 327 1158
188 61 63| 72| s4 82 e 108
1285 oe,9| 332 156 264 235 234 458
167 68 43 18] 28 28 25 4,7
204| 02| 242 583 635 674 593 794
422| o2 254| 582/ 652 6372 SA8 70N
190.,0] 100,0| 1908] 1000 1000 1004 1000 1000
aa1| en1| asal ass| ene a4 e a3
181 171 4] 127 12,20 123 1220 11,4
256| 27| 238| 235 234 238 235 234
a3 as| 28 asl 33 a8 s 4.
46,8 <8,4| 5748 586 <535 535 535 53,4
53 esl 04 o4 65 07 &7 06
o e 11 1,20 180 1.& 11 1,2
190.0] 100,0| 1009] 1000| 1000 1900 1000 1000
1,1 1,4 1, 07 &8 07 47 07
04| e8| 03 €2 €3 e e3 03
1,1 1,4 1, 1,1 194 14 14 @7
71| 1e9e| 63 43l 51 54 52 53
1,6 1,8 1,1 1,1 60 14 4 1
23] 27| 18l vl 14 s 18 1M
76l 23 56 st 59 58 68 61
26| 2.1 1,6 18] el 1,7l 16 1.4
76,2 72.8] s1e| 31| s1,8 823 s1e 23
190.0] 100,0| 1009] 1000 1000 1900 1000 1000
728 758 768 32 84 732 734 730
224 18,1| 168] 148 142 143 138 138
56| 6,1 62| o8l 724 Z®m  7A s




V. COMMERCIAL BANKINTEREST RATES

1, AVERAGE RATES @N CREDITS
IN T@TAL
Al BY SECTOR IN T@TAL
of which:
- stale sector
- private sector (cc-operatives included)
- businewwes under foreign control

- households

8) Y TIME
IN T@TAL
of which:
-short-term
- mediumterm

- longterm

2. AVERAGE RATES
ON NEWLY GRANTED CREDITS
Al BY SECTORIN TOTAL
of which:

- stale sector
- private sector (cc-operatives included)
- businasees under foreign control
- households

- foreign countries

O AY TIME
IN T@TAL
including:
-shon-term
- mediumterm

- longterm

3, AVERAGE RATES @N DEP@SITS
IN T@TAL
Al BY SECTOR IN T@TAL
of which:
- state sector
- private sector (cc-operatives included)
- businesees under foreign control

- households

O AY TIME
IN T@TAL
including:
-demand
-time
-shon-term
- mediumterm

- longterm
For information:

Commerciial bank interast rate margin (%)

19492
12

13.2
12,6

6,7

15,0
15,4
10,4

8,3

6,5
2,4

7.6

%,

2,0
10,5
7.9

11,9
14,0

7.0

19493

12

4.7

14,6
14,6
15,4

7.2

il

4.2

15,6
15,9
10,4

4,8

15,7
16,7
10,4
15,4
15,7

4.8

14,0
16,7
14,5

7.8

il

7.9
4,8
5.4

il

7.9

Fl

7.0
2,3
11,0
9.6
11,8
13,7

7.2

il

1994
12

72,8

129
13,5
12,6

8,

i

12,8

po S
14,5
11,2

12,2
14,6
170
14,4
15,9

73,3
14,8
14,2

89

8,3

il

5.9

il

3,6

il

8,3

6,9

2,6
10,6

9.6
11,5
17,3

5,9

19495
12

12,7

Y]
13,3

12,3

6,5

12,7

12,5
14,2
11,5

12,7
13,4
17,9
14,7
14,7

12,9

14,2
12,3

6,9,

59

il

8,?

i

5,7

il

8,0

2,8
10,0
q,7

10,7
8,8

5.8

6,9

1996

12

129

17,7
13,7
12,7

7.7

2

12,5

12,4
12,5
11,8

13,5
12,8
12,2
11,5
12,0

12,6
14,2
12,5

6,7

il

6.8
5.4
5,0

il

7.3

’

6,7

il

2,9

9,2
1,3

a8

8,2

i

10,8
12,5
12,2
7.9

il

17,8
12,7
11,5

13,8
12,8
12,8
12,6
13,7

13,5
14,4
13,5

67

il

6.9

i

5.4

il

5,8

il

7.3

il

6,7
2,4
9,2
a,3
9,8
%

5,2

4.8

23,4
15,2
15,7

9,7

il

14,6

14,3
15,3
14,2

2C,4

18,7
14,7
23,8
12,9
29,4

2G4

2
17,4
16,9

8,9

4,3
8,7
a,¢
8,9

il

8,9

2,3
11,8
12,0
11,3
5.3

il

5,7

1947
9 i
129 13
12,3 12,9
23,3 3.4
136 132
9.0 9.0
22,9 12,2
12,6 130
13,6 14,0
12,8 12,7
5,8 15,5
6,00 16,7
8,0 5.6
15,7 14,9
12,5 12,2
4,8 18,8
15,8 15,5
15,7 15,5
8,0 154
18,2 15,6
7,7 7,6
7.7 7.4
6.8 8,2
21 8,4
8,2 8,3
7.7 7,6
2:: 3 £
104 10,2
17,6 30,8
17,00 109
5,4 5.4
5,2 5,6

n

233

72,5
23,8
23,4

9,7

il

12,2
14,7
12,8

14,4
16,3
15,6
1,7
15,6

15,8
10,4
16,8,

7.8
8.0
6,5
7.2

8,4

il

7.8

233
10,5
17,2
11,7

5.4

5D

23,8

12,8
14,5
74,4

9,3

14,7
14,4
12,0

17,6
17,0
17,0
12,4
10,7

16,5
17,0
16,0

8,0

7.8
8,?

il

7.8

fl

9,0

il

8,0

2,1
10,9
17,6
12,2

5.2

il

5,9

55



VI. CNB INTEREST RATES

(%)
1992 | 1993 199¢ | 1995 J 1996 1997
| —— RN yeea—— il il —————— i —— T e et e
2 12 12 l 12 | 12 3 6 s W | M | 12
i e
1. BISCOUNT RATE 950 3,00 ssm S0l 18,50 10,50 13,00 13,60 1300/ 13.00 13,00
] -
2, LOMBARD RATE 1400, 11,500 11, 5o|. 12,501 14,00 1400/ 23,00| 23,00/ 23,00 23,00] 23,00
| | ! ! !

VII. INTEREST RATES ON INTERBANK DEPOSITS

(%)
1992 1993 9994 | 1995 | 1996 | 1997
02 | 12 | 1z |12 | 12 | 3 | 8 I'—;_}"T{‘IT_I_E:
1. AVERAGE INTEREST RATE PRIOR 1) . | |
-1 day 803 547 1075 10.83] 12,46 13,45 31,56 13498 11,55 12,05 1235
- 7day 1053) 5900 1228 1707 12,61] 12,48 3526 14,59' 14,92] 15,37 1664
- 14 day 1616 614) 12,38) 11,20] 12,61] 1247] 33,81) 14,62 15,60, 15,61/ 16,27
-1 month 1273 6680 12550 1L 12630 12,45 31,540 14,71 15,14) 16,60 17.99
- 2 menth . 734 1261 10,97 1262} 1344 28735 |4,74.:‘ 15,15 16,71 17,34
- 3 month ! 1382 800 12,65 1093 12,67 12,40 2598 14,74 15,!(}1: 18,73 12,50
- 6 month ‘ 1464 921 12,65 1009 12,35 12,06 2024} 14,77] 1509 Ibbs| 17.40
<9 menih " M1eY. 12,65 10,89 1234| 11,87 19,44 1476, vs..o4]' 6,58 17,39
- 12 wonth 1189 1136 13660 028 12,23 11,82 19,07 l4,761' :5.01[ 16,53 17,36
2. AVERAGE INTEREST RATEPRIBID 1) ' '

-1 day 667 4510 1001 10.52] 12,22) 12,21] 2354 12.99| 10,50/ 10,15 10,75
-7 day 944 492 11,48 10.82 12,35 12,24 14,59 H.zslt 14,13] 14,19| 15,37
- 14 day 978 5.6/ 11,55 10.84| 12,36 1223| 13.06 14,26, 14,26, 14.51 1545
- 1 monlh 1,33) RAB| 1072( 10&3| 12,33 12,200 2127 14,36 |4,.47I 15,37] 18,20
-2 manth y 6,34 11,76 10,80] 12,34] 12,19 18,74) 14,38 1446) 1545 16.33
-3 month 1239 7,00; n,ao} URS3| 12,36] 12,13) 17,63] 14,38 147 15,50] 16,35
- & month 11,24 8,20 11,81] 10,48) 12,26] 11,89] 15,40 11,39 14.46/ 1544| 16,31
-9 manth i 9,56 1,82) 10,47 11,9 11.58) 14,06, 14.39} |4,44! 15,04 16,27
- 12 month 12,82 1089 11,830 10.18 11,94] 11,55 13,84 19,38 1443 1437 16,23

I |
1256] 12,250 10,20 9,77] 11,38] 11,77 M4 1334 H;‘J?I 13,66, 12,96

3.AVERAGE INTEREST RATE
ON INTERBANK DEPOSITS - TOTAL

of which: | |
L) Titme 13,35 12,85/ 11.30! 0,87 1L,77) 1199 1489 13.47) 12,18 13.84] 13.23

-shorl-term 1,50 1123 IO.S‘)' 10,72 11,85 12,09 1522 43,63 IZ,I?* 13,941 13,31

13.62 14,90 13,66 11,27 11,33] 11,73] 101.82) 12,52 13,52 1302] 1289

L 15,000 11,79 Il),48! 10.27| 49,87 962 1136 Q,SBI 9,.59; 9,58 9.38

|

~ Demard I‘ 3080 B3l 1e0. 244|227 166, @38 236, 2,08 2270 235
- nediuhi-lerny ‘
|

~ long-lerm

1) Commercis| banls queting daily their rates on the interbank depesit market



VIII. BALANCE @F PAYMENTS

A. CZK in onil. 1)

A.CURRENT ACCOUNT
Salenes ofvade 3

«pons
iMPorE

8alnce of services
Revenues

1anspen.
v-avel
other:
Expendiuies
Vanspen.
vavel
other:

Salenes of ineemes

cradin
desn

Currem vansters

revenues
&pendiues

B. CAPITAL ACCOL'NT

revenuds
&pendiues

TewmlA+ B
C. FINANCIAL ACCOUNT

Direct invesimems

dereed
in C2ach Repulic

Perdelie invesimems
A%

propenty ssCurllies and imeiesis
debisacuriias

Lide ilnies

progeny securilia and inwiesis
debisacuriias

@ther invesimens
Asses

Leng wrm
CNE
esmmercial banks
govearnmant
other sacwrs:
Shen wrm
CNe
esmmercial hanle
government
oher sacwrs

Lide ilnies

Leng wrm
CNE
eammercialbanle
govern ment
other sacwrs:
Shen vrm
CNE
eammercial banle
gove rnment (lide Iy vie a vis Slevekien
other sacwr:

Tewm|A+B4C

0. BALANCE OF ERRORS AND OMISSIONS
AND EXCHANGE RATE DIFFERENCES

Tewm|A+B4C+D

E.CHANGE IN FOREIGN EXCHANGE
RESERVES (- increxe)

1993 1994 1995 1996
13236,7 22643,2 363313 116518,6
15313, 39750,9 975936 159533,6

414233,0 452436,6 5695431 5337915
430146,0 433137 5 6671477 7433301
29485,2 14852,3 432212 521939
137631,2 143404 0| 173270,4 222030,4
36136,6 35757,9 38757 4 36209,6
45437 4 64170,3 76313 nes2e e
56067,2 43475,3 8321,7 752002
102226,0 1343851,2 1283392 1692315
214821 24542,4 212033 129233
15368,3 45685,6 433303 20170 8
71455,6 64203,2 +4350,8 706732
34247 520,2 22040 13611 8
15952,8 22713,2 318961 7659
19376,7 23294,8 34508,1 513769
2559,2 3638,7 151901 10448,1
7024 5 2523,3 17631,6 16752,7
4485,3 42376 2441,5 $312,6
16175, X 73, 15,6
5376,8 3072 231
22151,8 123,7 12,5
23233 22643,2 36152,2 1164358
331347 37013,7 2122835 16632,5
16421,3 21851,1 67021,2 376743
2823,6 3443,3 371,6 nees
19850,4 243344 67292,3 337743
46653,5 245959 36144,4 13692,5
6636,9 13271 25656 12311
6636,9 13271 25656 12911
§3345,4 25923,8 44710,8 209236
32569,3 14363,3 32761,7 183489
207756 1583,2 19433 46427
251844 503727 ns122,3 592652
23a1,4 $9532,4 66850,3 646463
13340,3 12046,4 1334,4 107633
1431,8 n,7 3353,6 141632
2323,3 21751 3335,8 1236,4
6443,8 3903,0| 1403 8 212
97252,2 21823,3 67435,2 53377,8
2163,0 4239,4 2446,2 439768
97397,2 768484 917.3,4
2013,0 1239,0 43896 43018
109015, 3 128455,1 131173,7 1239128
10131,9 193851 37165,3 951931
1297,3 72,7 997,3
2116,6 Mma9,6 +8359,6 467335
34218 52435 12047,3 7132,6
14372,7 458377 33885,7 555922
9222339 108590,0 93207,9 23713,9
16785 1834,7 770 53,6
2431,3 14816,8| 27636,1 385749
21395,5 26555,3 562622 293,6
2236,1 1852,9 9232,8 296,3
25296,4 74376,5 122136,3 1375
3019,3 6121,9 15773,4 22612,6
22316,2 63254,6 137.315,7 224751
22316,2 632546 137315, 7 224751

1) Salenes of poyment siruciuie baad on the Belance of Paymsnis Manual «Sth ediien (IMF 13331
21 Pieliminary dae
3) 8ased on CS@ published daw 2aecerding e cuswme s1aK1K:s methedelegy effacive 1 Jon. 19396;

1he daw fer 1393 and 1394 daw weie 1:aken from the @5 @ publietrion ‘Casch Foieg;

0 Trade 1393 1385", Cec. 1997

1997 2)

|
108186 3

1455859
7146208
2682659

543368
226763 8
41236 8
Ns7e8 8
$92328
1712328
20547 8
75508 8
757858
28626,4.
43176 8
622024
11768
275522
163322
3248
5e1,2
1772
937323
34319,
18451,4/
00
41251,4/
344339
6086 2.
199
6026,7"
484457
13723,7)
2666281
485712
1427251
1M17,6

11907,4.
519,83
7em

131607 5

1220335

3553 8
1821539
240476,
36380
148755
115319
503738
731863
83
67323,7!
695
03028

854632

94232
5 B0

568408
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B. LISC i nil. 1)

A.CLURRENT ACCOUNT

Sakince ofvade 3
«pens
impens

8alnce of ssrvices

Revenues
vanspen
ravel
others

Expendituie
vanspen
13vel
others

Sakines of ineemes
credin
debin

Currem iransters
révenues
a&pendiures

B. CAPITAL ACCOL'NT
revenuds
apendiures

TewmlA+ B
C. FINANCIAL ACCOUNT

Cirect ifvesimams
reed
in C2ach Repusli:
Pervelie invesimems
Assers
progarty ssCurilias and inwiesis
desscuriias
Lidw ilnie
progerly sscurilia and inwiesis
debsecuriias

@th er invesimems
Assers

Leng 1erm
CNE
eammercii| banle
government
olther secwrs

Shenierm
CNE
eammercii| b nle
govern men
other sscrers

Lidw ilnie

Leng 1erm
CNe
eammercii| b nle
governmen
other secwrs

Shenterm
CNe
eammercii| b nle
governmen (lsility vie a vis Slevekia)
other secrer

Tewm|A+B4C
®. BALANCE OF ERRORS AND OMISIONS
AND EXCHANGE RATE DIFFERENCES
Tewm|A+B4C+D

E.CHANGE IN FOREIGN EXCHANGE
RESERVES (- increase)

21 Preliminary daa

1993 1994 1995 1996
455,38 736,38 1369,1 42922
525,3 1331,2 36779 53773

14223,0 15929 8 214825 216906
147543 17318,2 25148,4 275673
018,32 4333 13428 19238
47223 5156,5 $717 3 2171,4
1241,2 1242,8 14605 13339
1553,5 22237 28752 49752
1923,2 1634,3 2332, 27703
3712, 4663,2 4375,3 6256,4
734, 352,3 739,3 693 3
527 15346 1832,3 2953,4
2450,9 2230,3 24437 2683,7
nz,s 20,2 85,6 7225
547,2 739, 1945 n7e,2
64,7 2093 1300,1 1392,7
7.3 126,3 572,4 3346
241,0 2961 64,4 $17.2
153,2 189,38 22,8 232,
554,38 (Y] ¥ '
205,0 n,s 1,0
759,38 4,3 04
23,0 736,3 1362,3 42916
3004,3 3371, 32259 42987
563,3 7429 25256 1337,9
98,2 n9,6 36,6 48,5
$53,5 3835 2562,2 1423,4
1690, 4 3546 1362, 7258
223,4 48, 322,3 475
223,4 48, 322,3 475
1829,3 s0e,7 1634,3 773,
Mmz,2 4993 12346 2,0
712,6 41,4 4582 71,0
261, 17676 4333,3 2133,3
2873,2 2417,7 2429,0 2331,8
4576 413,6 52,2 396,7
43,1 11 126,4 521,9
235,5 234 128,7 47,4
22,2 135,6 52,9 773
3335,3 2336,3 2541,2 1934,3
74,2 143,1 92,2 1384,2
3348,3 26421 2267,3
69,2 45,1 12,2 120,6
3738,3 4135,3 $327,3 4564,3
3478 90,2 33149 3506,3
44,5 ne1,s 37,6
72,6 333,3 22746 721,68
n7,4 182,4 4548 262,3
493,0 1585,7 1456,7 28430
3391,3 34951 3512,4 1053,0
57,3 56,3 2,9 2,2
35,1 437,80 1041,4 26,3
31521 30075 2120,2 33
97,3 57,4 347,39 33,8
2925,3 2534,3 $363,6 LR
183,58 12,7 5948 233,
3029,3 2371, 7453, 3238
3029,3 2371, 7453, 3238

1) 8akinee of peymens siruClure bk ad on the Balance of Paymems Manual 1S1h adiven) (IMF 1993)

3) 83s:d en CS@ pubdlished daw aecerding e cuswme syglic:s methedology effaciive 1 Jon. 1996;

1993 and 1994 dara were when from the C SO publieerion "Caach Foregn T ade 1993 1985¢ Dec. 1987

1997 21

3185,

45396
225302
271193

17319
7148 3/
13008
3647,
2200,4
54169
8477
2320,
2339,

50,2
15133,
2159 80

352,1
263,6
518,5

10,2
15,3,
5,6
3145,6
18213

12752
25,2
1300,4
1035,7
189,4.
(X
1908
12751
4345
340,56

12798
4499, 4.
3585

375,4

1,4
35
4142,9

32472

301,7
3220,4.
753,

n,s
4833
385,1

1583,7"
2482,3
0,3
2124,3
20
348,5

2083,7

2970
1766,7

1766,7



C. Methodological Note

With the intention of unifying the reporting of data on balance of payments vis-a-vis foreign countries (the IMF,
OECD, Eurostat, etc.) and in the Czech Republic, the structure of items was adjusted in order to comply with the IMF
recommendations stipulated in the Balance of Payments Manual (5th edition, 1993).

The current account structure does not, in principle, differ from the balances of payments published earlier. The
unrequited transfer item, which is a part of the current account, continues to include current transfers (inheritance and
donations, alimony, subsidies to foreign organisations and institutions from private funds, etc.) as well as government
transfers (pensions, subsidies to international organisations from the state budget, assistance from abroad, etc.). Contrary
to the previous methodology, capital transfers have been separated.

These transfers of capital nature are now consistently separated from the current account. They create a capital
account with new content. This account includes, in addition to capital transfers connected with the migration of
inhabitants, the mitigation of debts and ownership rights to fundamental funds, also transfers of non-productive non-
financial tangible assets (land - for representative offices, natural resources) and intangible rights (patents, copyrights,
etc.).

The financial account is the new name for the former capital account. The structure of its items is widened in such a
way as to provide more detailed information on capital flows. Within the framework of portfolio investments, equities
and debt equities are stated separately. Other investments are broken down both by time and basic sectors (the CNB,
commercial banks, government and other sectors).

Now, the summary table of the balance of payments corresponds, in principle, to the analytical table published by
the IMF both in balance of payments year books and in international financial statistics (IFS).
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O. Balance of payments struciure

a1- erigmal k) - according ber the 5th editiim of the Babince of Payments Struchure Mamal (1M F 1903)
Currentacceunt A.Curreit acesunt
Balanee of irade Baianceof Irade
opeis opens
Tpers [taa o LH
Balanee ofservices Balanee of services
revenies N
Trangsen frampen
1avel ieurcm
@herserviees aherérviees
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gverimam
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IX. INVESTMENT POSITION VIS-A-VIS FOREIGN COUNTRIES

A CZK in mil,

ASSETS

Pirect ivesiments abresd
initml capiml
other capital
Penfelie investment:
pro PV sscurilies 314 interest;
&M securitias

@ther iinestimens

Lerg lerm
Che
commercm| banks
goernment
o\hersecwars

Sten. term
CN8

commercm| banks

of which: geldard foreign curreicy

government
ohersecers

CHE raenes
20 ld
SOr

fersign Curre iy
LIABILITIES

®irect invesimen's fo Czach repiblic
initml capiml
other capiml
Penielie investment:
pr@perdy ssCurilies aid inlerast
&M securitias
@ ther imesiments
Lerg term
CNE
commercm| banke
government
other secars
Sten. term
CN8
commercm| banke
government
olher secars

BALANCE @F INVES“MEN" P@SITION

N Preliminary data

1991
1)an.

196143,9
2%34,9
2%34,9

22,9
22,9

3733956

2328237

23182,5

2 385,
1] 1874293
41926,9

116871, 9

4.7

2) 324586,2
e 73040

$3611,9
243474

O 24332
3525

21086,7

2693123

454443
454443

1312,9
759

4737,9

2195356

153439,9

31148,9

b)) 144911
k) 79771,9
120539

1556

8,2

b)) 19527 4
'Y

41620,9

136268, 2

1331
A1 Pec.

5363338,7

$432,9
$432,9

3253,9
N0
34,9

08717 6
2491983
245725
1352,3
1369639
35306,9
157513,3
4,7
33133,2
707275
5501,9
33799

1159392
24664
2473
N3266,5

335205,3

§4506,7
§4506,7

53533,9
329352
255937

262114,7

1924263
33687,4
16175,5
32295,
92533
§9633,4

4531,9
222493
'Y
12353,

151183,4

1934 1995 1996 1997
a1 Pec. a1 Pec A1 Pec. | A1 Pec 1)
572873 730593,9 2329253  1025196,4
32,0 111 105-44,7 13360,9
32,9 11 10544,7 13360,9
12138,9 200762 37sm,2 357389
23795 13422,9 204593 144429
2787, 18549 17060,9 2129%,9
377187 ,3 3733333 444935 4 $37542,3
229026, 2144303 2343496 293651,3
24573,3 261723 28122,3 28122,4
1763,9 $116.6 25131,3 37033,3
174784, 157959 4 160819 7 243922.3
279069 25191, 9 22595,3 28517,3
148160 92 1839539 210135,3 34389,9
47 47 47 9,
302202 3717823 1284311 250679,9
71232,3 781269 95432,3 172301,6
£7336,9 787779 31650, 9 23220,9
175121, 373437,7 3393349 3385247
2309,3 22346 22993 1521,%

47

172812,6 376793,4 3375937 337092,3
469305,5 5351462 3647593 10387312
39501 1575706 1929373 2342387
39501 1575706 1929373 2342387
31817,5 1249336 144307,4 169932,7
37335,6 702304 22367.3 194362,3
44281,% 548532 519396 541704
293136,9 492642,9 5269647 $34549,7
2072387 279333, 3748147 452997 6
%8S,7 24915 2272,7 2133,3
26049, 299 3 143454,2 143129,2
78533,9 532082 430037 330011
19302¢,9 1333979 135034 1 2:9633,9
204972 123253, 152150,9 231543,
37,9 ns,e 553 45,5
41339,9 69592,9 101543,5 163827 1
50134 1164 34,3 2875
431506,9 52531 59236, 82233,9
1035636 955468 31334 827457

2 In connec.ion with the intreduction of CZKcomendility | ®@ct 1995), CZK asssts ard |mbililia vis 3 vE 10N raiden's
are indused in the bank pesition. (Hen residen1CZK &2pasits are induded in e@mmeicial bank star.term liabilitesasef3) Bec 1994

3 Ouringlanians 1993, pan.ef the raceivables in caivertible 318 100 cOIver.ble currencies wes Vansfered fram the CSO8 pesition W the Mingtry @f Finance;
incalumn 1 Bn198 3 tese ameunts are icludad inthe Cavernment pasition; receivabk: vis a ve CIS indad x of 1 Jan.1 993 is expresed by the bakince
ofasceunts inXTR ard USO®, whik in [awer periods 3ccounts are keptvd tundver

A hicluding foreign excharge shares ininternatenal 1an finaicial egansations (The Warld 8ank EGR®, IBEC, 118)

S)1 Celd wanh US® 4222 perTrey aunce
§) Foreign exchange  cenv.er.ibk: curreicic:s




8. US®in mil,

1991 1992 1334 1995 1936 1997
1)an. a1 Pec 1 Pec. A1 Pec A1 Pec. A1 Pec )
ASSETS 14852,5 17996, 4 204249 293472 304744 29596
Pirecl invesiments abresd N 13,3 300,4 345,8 335,38 384,09
initml capiml LN 181,3 300,4 345.§ 33s5,3 334,90
other capinl
Perifelie investments 7 275,7 432,7 7547 1372,4 1931,9
pr@perdy ssCurilies 31 interest e 2841 334,09 8825 7432 4179
&M securilias n,s 23,7 8,2 24,2 14,9
St iinesiments 13,0 13577 % 13447,5 142241 16230, 8 13495,¢
Leng term 3058,5 a1 3185,2 3060,7 35926 34782
ol } 7994 29,3 378,1 233 8 $55,8 7542
cemmeicel banle 2) 12,7 8,8 82,9 192,3 a3 19793
go.&nMENt IR 57935 41,6 «23,4 59375 53337 53387 %
Alerseciars 1450, 8 Nes,.4 9943 2479 42,3 785,6
Shont term 50545 5258,5 5282,3 $183,4 76332 9923,7
ol } 9,2 9,2 9,2 9,2 9,2 (X ]
cemmercm| banks 2 2853,2 2775,2 2331,4 32770 4708,7 72373
of which: geld ard fereign exchange curreicy 58 2735,9 2380 25395 2881,7 3495 49745
goenmeEnt 183,7
Alerseciars 22011 2299 4 2499,7 23361 29873 26914
CH8 raenes 3425 387,38 6243,4 144222 12435,4 $773,8
1 5 36, 32,3 32,3 9 3,8 439
sor 295 3.3 L P}
fereignexchange curreicy 72,9 37,2 81810 13938,7 123518 7299
LIABILITIES 2337 .4 12859,5 %73,7 25755,4 3838 31497,9
Pirect invesiments 1o Caach repiblic 1572,5 2153,4 31900 59232 70608 762,9
initml capiml 1572,5 2153,4 3190,0 59232 70692 762,92
other capiml
Perifelie investment: 1586,5 1955,3 29083 46853 52939 4330,3
pr@perdy ssCurilies 31 inkeresk 2,6 ne1,2 13500 260 8 33977 3027 5
deM securitia 163,92 5456 1578,7 20544 1949,3 1852,7
Qther imesments 7598 4 37593 10631, 9 15135 2 19208,2 19763,3
Leng term 54382,2 84233 73904 10562,6 13713,5 13078,3
a7 } 1976,5 N24,9 ({5 237 3,2 83,2
commercm| banks pi] 5014 5499 2234 33%4.5 52486 41321
go.&rnment K}l 24439 27473 27286 19993 1519, 19971
Alersecwars 14554 20101,8 3872,% 50145 877,7 7786 ,4
Shent term 2118,2 2328,5 32496 48333 5568,7 5835, 9
Chs 3 152,% 1,3 43 2,9 )]
cemmercm| banks 2) 875,7 7428 14739 2812,7 371s,2 48772
goenment 178,7 49 8 n,s 3.3
Ahersecars 1449,2 1430,3 1588,7 19743 1338,9 17932
SALANCE @F INVES”MEN" POSI 19N 47151 5045,9 3682,3 359 3 11847 1319, 4

1 Prelimina ry dsta

2110 connec.ien with the intr@duction of CZKconverdiliv (1 @ct 1995), CZK asssts ar lcibililias vis 3 vE 10 (asidenls
are inclused in the bank pesition. (Nen residsn1CZK &+ pasik are included in @@mmecial bank shen.term liabilites as of 31 Bec. 1999

3 Ouring Jantary 1993, pan. of the receivables in coverible ard 1dn converible currencies was vaneferad frem the CS@ 8 pesition 10 the Mingtry of Finance;
incelumn 1 Bn. 1993 these ameunts are incluked in the Covernment pesition; raceiveble vis a vis CL in data as@f 1 Jan. 199 3is expressad by the balanee
of ascounts in XTR and LSO, while in [aler periodk aceounts are kepl via lurnever

4 Including fereign excharge shares inintenatenal 1n finaicial @gansatiens (The Warld 8ank ESRO®, ISEC, 18)

51 Celd wearh US® 4222 perT ey eunce

B Fareign exchange cenven.bk: currencis




X. GROSS EXTERNAL BEBT

A CZK in mil.
1991
1 Jan.
A. INGESTE®NESS IN CONVERTIBLE CURREHNCIES 2048747
of which:
1. Leng tam 1526851
Q) bydebsr
CHe 3539923
eommercm| banks 2 14491
government N7 2
oherseqios 41857 .9
P bycrediter
forsignbanie 1212
gonernment institutions 66359
mulikiteral insttutions 127
supplieis ard direc . invesiens 29923,9
oher invesiars 4737 %
2. Shen wem 51479 6
Abydebar
CHe 7
esmmercml banks 2 173187
government
oher seqies 34152,9
b by crediter
foreitn banle N402,7
supplieis ard direc . wastes 330899
oher ivesieis 7507 %
$. INDESTERNESS 1N H@N CONVERTIBLE CURRENCIES D 19643,3
of which:
Aleig term 19472 3%
b) shen. term 21769
TOTAL INPEBTEPHESS VIS A VIS FOREICH COUHTRIES (A+$ 2243235
of which:
3 legterm 183187 2
b shen. term eSS, 6

11 Preliminarydata

1331
a1 Pec,

254433,

1945259

53336,
18175,5
594771
08353

323493

7348,3
52897
258330
255937

599431

45810
2179

342651

2225%,9
296849
3043

33225,3

23568,9
97253

2877134

213825,9
9633 4

1334
1 Pec

2999687

2188 445

228453
2752e,1
£1763,4
106715,7

124224,3
7.482,1
193387
32601,
347469

219%,2
7
32619,3

*5359
333330

23467 5
34132,9
13418,7

42503
230921
19415,9
342483,3

242035,6
108432,2

1995 1936 1997
a1 Pec. a1 Pec. A1 Pec 1)
4402293 Se87236 7395830
306034 ,4 40514 3,6 495053 5 |
22263,9 11784 115484
954333 150738, 158563,7
521‘1,7 4‘738,“ 42‘77,1
136231,4 196446, 232129,3 |
213310,% 30084 373453
39,1 $631,8 72484
1”87,2 17‘45,5 13”4,1
245674 2716,4 337334
37130,2 52339 % 1% )
1341649 1545308 244545
ns,e 55,3 455
713 1,3 1.5&52,‘ 17‘147,‘
15114 ,8 27968 31840
478541 54336, $6145,9
533742 35424, 144381,3
419'35,4 45"]4, 55413,.
33334,3 332424 442102
1res e s 1481
104347 3385,9 25606
§581,2 34,8 2475
4572952 5736843 7487111
31‘51",1 4]4“’,5 5‘3"]",1
149776,1

1643948 2447929

21 As of 31 Pec. 1995 shen. term ard 3s of 31 Bec. 1995 alse loig erm CZK liabililia vE 3 vE 10 (aidents are inclused in commeraial bank liabilities
in camenible currencies, while in dstaasef 31 Bec. 1994 means in 10 resident CZK aacounts are includsd in stdrtterm liabilites

in hen cowerlible currencies ard v a ve the Slovek Repiblic:

(melhede logical chaige canneciad 10 the intreduction of CZK cawenibilily fom 1 @ct 1995
31 lideMedness vis a vis the Slavak Repiblic in 1993 101995 in 1an @iwertible currencies. fam 1998 the unsaitk:d bakince of mutcal acesunts afer

ancelliigclearig & given in 1n esiwerlible currencies; @ her lcibilities vis a visthe Slevak Repiblic are included in canvertible currencies

in campliance with the Ministry of Finanee Pravisien He 282/70 43935 of 22 Bec. 1995
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8.US® in mil.

A INDEBTEPNESS INCONVERTIBLE CLRRENCIES
of which:
1. lergterm
a) by d+bter
Ral] ]
-cemmerdal bank 21
- gevernment

- cAhe saciers

b by crediter
- fereign bankk
- gevernmentirstititiers
- multilateral instinitiers
-suppliers and dire investers

- cAhe investers

2. Shen:term
a) by d+bter
Ral] ]
- cemmerdal bank 21
- gevernment

- cAhe saciers

b by crediter
- fereign banls
- suppliers and direct investers

- cAhe: investers

3. INDEBTEPNESS IN HON-CONVERTIBLE CLRRENCIES 3

of which:
a) leng-term
b shen:term

TOTAL INPEBTERNESS VE-A-VIS FOREIGH COUNTRIES $4+8)

of which:
a) leng-term
b sher=term

1 Prelimirary data

1 Jan.

7082,4
5283,7

1224,%

81,4
21154
1441,5

21488
2314
17345
1904,3
163,

1798,7

93

il

$16,6

11818

384,86
1144,3

us,xl

§788

362,4
317.5

7762,3

5648,1
2118,2

31 Pec.

2495,8

(Y

195.4,1

5449
1985,6
20843

27659
245,3
1765,6
526
8546

20018

152,4
7459

1143,9

743,9
"3
268,5

108,1

784,4
324,7

26048

72784
2328,5

19%4
31 Pec

19594 2

79858

5145

0347
22028
3584,7

44288
266,7
7882

162 3

12388

28883
13
1162,6

3388
1384 5

19148
12168
6565

1515 5

$233
§92.2

122087

$6282
315505

1995
31 Pec

16548.8

115042

37,1
35875
19585
51211

52066
2646
73,8
0235

1385,7

50446
43
270323

5681
17688

22132
15784
12539

415

3941
2474

17193

118883
52028

19%
31 Pec.

203446

148231

040
55166
1710,¥
71874

110045
242,8
45,6
o2

193323

$921,5

248
39805
1918

2008,1

31254
1B70.9
1216 2

335

3244
1.5

211505

151475
9330

1997 .
31 Pec. 1),

213524
14293,2

3354
4578,2
1237,9]
31457

190782,2
2009
w11
474,1

19254

7458,2

1,31
48124
238,7
194,38

4182,4
15090.4
12764

264,1

2558
53

21616,5

145408/
7467.5

N As of 31 Pac. 1905 stmn:lerm and as of 31 Pac. 1496 alse lorgterm CZK liabilities vis-a-vis rn-residenk are included in commercial bank liabilitia
in coanverible currencies, whils in 43123; of 3 1 Bes 1984 mears in nen-residentCZK ac counts 3¢ included in shen-term liabilities

in ren—cenvertible currencies and v-avis the Slevak Republic.
{methede legical charge cennecied 1o the intreduction of CZK cenvetibiliyy fram 1 @ct. 14985

31 Indsbtednex vs-avis the Slevak Republic: in 1993 10 1995 in nen-cenvertible currencies, fram 1496 the unsettied balanceof mitual account after
cancellir@ clearing is given in ren<envertible currendes; ether liabilities vis-a-vis the Slevak Republic are included in cenverible currencies
in cempliancewith the Mingtry of Firance Previion Ne 282/7@ 490/95 of 22 Bes_ 1905,



XI. EXCHANGE RATE

A. N@MINAL RATE

CZK, average rate midpeint

1492 1993 1994 1495 1996! 1997
112 142 142 ) a2 1Az 3 6 b 10 " 12 1-12
EXCHANGE RATEOFCZK
VIS-A-VISSELECTED CLRRENCIES
1. Cenvertible cunencies.
1 CRP 43,898| 43,78) 44,43| 41,89) 42,33| 46,92| 53,19| 53, 53,56/ 55,81 57,72 51,85
1 FRF 53S| 5,15 K&,19) 532 531 5,18] 55p| 5,54 5,62 572 5834 543
1900 ITL 23,65| 18,56) 17,85| 18,30 17,54| 17,23] 19,11| 194,24] 14,14| 14,54 1444 1351
160 |PY 22,34| 26,32| 28,15 28,34| 24,90 23.84) 28,31 27,86 27,19 26,56 26,87 28,29
1 CABD 23,41 22,61| 21,09 13,34] 1900 21,31| 2338 24,25| 23,74 23,48 24,37 221
1 NLG 16,00 15,70| 15,82 16,53] 1s,11| 15,30| 16,69 16,68 16,60 17,14 1738 16,25
1 ATS 257\ 251 2,52 2,63 257 245 2,67 2,67 2,686 272 278 2,60
1 BEM 18,12| 17,64) 17,75 18,52) 18,08 17,21| 18,77| 18,78 18,74| 19,15 1455 18328
1 CHF 20,14 19,74| 21 68| 22,45| 22,42 14,92| 22.50| 22,82 22,61| 23,56 24,16 21,35
1 UsS® 28,28 29,16| 28,78 26,55 27,14] 28.20] 3237 33,83] 32,82| 33,14 4,73 31,71
100 SKK %) 20.40| 23.57| 27,93| 96,72| 97,66| 47,69 98,85 160,58 94,18
«) Intredudien of exvernal cenvertibiliv, setirg of efficial axcharge rate
B. REAL RATE CZK, average rave midpeint
199 1993 1994 1995 19486 1947 |
=12 142 | 142 112 ) 112 3 6 ] 10 11 12 1-12
| S = |
1. Weightadexchange rae x) 20,24| 21,20| 21,81] 21,33] 21,24| 21,41 18,77| 18,78 18,78 14,15 1455 1444
2. Irdex of 1@al axcchange rae of USB and BEM
{in%, B2oamb2r 1989=1441 &)
a) vis-a-vis censumer prises
- USA $6,30| 98,13|146,72|122,76|126,87( 120,56 114,13]112,06/114,78/114,31 149,51 115,55
- Germany 77,41 92,33] 98,01 100,61 110,71 11961 110,64/117,17/1118,20(115,72 113,26/116,60
bl vis-a-vis industrial predueer
prioes
- USA 46,07|143,69/108,87|124.56/124,30|118,36|108,23| 145,54) 108,00 169,21 145402 111,75
- Germany 23,81 97,41]101,25/1462,56/ 114,76 119,31 148,49/ 160.30/114,71(148,36 146,21/114,24
3. Irdexc of weightad 1eal axchange rae o6
{in %, Beeember 198 4=1401
a) vis-a-vis censumzr prises $1,62| 95,12/1462,43/1140,38/118,20/120,56/110,20/115,11]117,02(115,51/111,82 116,44
bl vis-a-vis industrial predueer
prioes $0.22(100,30)104,92/112,33/117,46/ 11957/ 108,72/ 147,82/ 169,794/ 148,94 145,70 112,690

X) Weighwed exchange rate = neminal exchange rae weightad by the axistirg CZK currency bashet
»6) Neminal axchange rate adjusted fer the inflatienary differential { i:. th= ratie of price level= batwesn the CR, USA ard Germanyl

08 CZK weightad excharge rave, 559 BEW and 35S % USD adjustad threugheut theentire peried by th= weightad inflatienary diffeiential
with thz ratie of 65%: of the priee |evel between the CR and Germany ard 3SY, ef th= priee |evels between th2 CRand the USA.

5
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XIl. STATE BUDGET

=l

7. T@TAL REVENUES
of which:
a) Value added tax
bl Consumer taxes
<l Income tax

d) Cus:oms duties

2. T@TAL EXPENBITURES
of which:
1) Non-investment expenditures to budgetary
crganisatiors
bl Noninvestnent subsidies to businesses
<) Transfers to households
d) Inves:ment expenditures to budgetary

organisatiens

3. BALANCE

Eor information:

3. Net credit to Government from banking sector

2. Budget balance in % of CBP

1992 1943
12 12

251,4 3580
70,4
37,7

71,9
15,2

252,17 354,9

139,2
29,3
176,8

26,9

-1,7 #3

’ ’

<20 9.3

1994
12

290,5
85,8
46,4

70,2
7.4

38C,?

1435

27,0

?36,9

1945
12

440,0

a4,8
56,7
72,7
17,7

432,8

172,3
24,3
151,3

1996

12

4828

1043
67,2
78,3
19,7

404,49

207,5
27,3
154,3

52,4

21,8

106,8

21,9
13,7
16,2

3,4

15,3

37.4
7.9
57,2

34,4

CZ2¥ in bn, end of period balance

2415

52,7
24,3
24,2

7.4

Fl

256,3

94,2
15,3
00,9

20,4

14,8

47,3

1947

9 10

367,7 4182
87,7 97,8
48,3 52,4
54,5 81,0
10,8 1272
377,9 422,0
734,8 153,9
194 23,2
57,5 70,2
30,5 34,7
210,234
31,2 26,7

"

457,3

05,6
58,2
65,6
12,4

4835

170,0
24,7
187,0

37,8

-8,2

il

24,8

12

508,0

117.4
64,2
74,8
14,9

S24,7

194,5
31,8
206,0

45,0

-15,7

37,9

-7.8

il




XIl. CAPITAL MARKET

A STOCK WCHANCGE

CZK inmil, numbsr

199 3 19% 1995 1996 1997
1112 1-12 1-12 1-12 19 1M { 12 . 112
A. VOLUME @ F TRABE
1. TeW3l velume ef1ade 202¢ 52028 195497 393200 53478 45663 83249 79537
of which:
) Autemated sysiem 2008 1602 6 21335 28772 2294 1455 1388, 22081
b) Oirec. 1384 andblock 1'ades 7o 46009 173422 384428 58134 44213 13 857456
2. Troded issue
(number of securilies average) 149 378 830 822 242 249 268 335
5. "RA®E STRUCTURE
1. Tewal velume of 1ads 202¢ 52026 195497 393200 53478 45663 83248 879537
of which:
3 Main market (unil 1 Sept. 1995 queted marksl) 3534 43353 136699 282885 49335 39923 S0337 S84527
boiks 1287 15501 57975 N23%6 27220 26193 38738 3885
shares ard share cerlificates 2287 273852 78715 119768 22184 12939 12152 19:7%46
b) Free market(untl 1 Sepl. 1995 uiMueed markel) 5436 13673 53543 #2112 7393 553‘! 19673 378
berds 024 3$31 N7 3 28534 5223 4“5'. 47 4521
shares 314 share cerlificates 4382 14742 48714 83528 2176 795 1528 29259
C) Se00 14 1y markel AR 38423 1760 365 16 3¢ 21229
bork 1785 150 279 196 2134
shares ard share cerlificates M4 38833 1559 595 1583 19498 5
. . A
8. RM - SYSTEM C2Kinmil, number
1993 1994 1995 199¢ 1997
112 1-12 112 112 19 M 12 112
1. Tewkl velume of 138« 3 ransfeis 2304 44 2720 160689 20035 36012 36370 158609
of which:
3) Perodic aucten 2%04 22738 ] :
) Running auctien [} 2133 5325 2498 33 54 547 75358
) @iractard bleckiadss [ ] [ ] 12376 093¢ 1973 29349 3829 156882
&) Trarefers with price daclared [} [} 2090 282 15 * 33 123
2.Trod &d issua
(numberefsacurily ixies aerrge) (1% 872 (1] 3k (4%} 8SS 53 824
C.CNB - 120 INPWK mentHy ave pge&
1993 1994 1995 199¢ 1997
112 1-12 1112 1112 19 M 12 112
CHE 120 INDEX X1 1600 993 (5.2) 792 758 702 870 758
of which:
food pracessing irdist-y 1600 233 353 nss 19018 3¢ 346 1951
censlruction and building
materel i ruslry 1600 1571 232 1026 853 26 555 753
e1ginsering 3l elactrical e1ginsering 1000 s 739 53 1919 223 330 1M
erergy 1000 IAE:-T4 83 2% 1683 b X 246 ¢
124¢ 3w seiviees 1600 as7 B34 557 249 228 233 257
finanee 1000 743 373 N33 1913 ne ass 1049
ofwhich:
menelry system 1000 32 37 Ne7 787 (1% ) 5%4 33

3 Upte Febriary 28,1995, the irdex base was 16 Bec. 1993 = 1000, sinee Amrch 1, 1995, the index bxe hasbeen 1 Amr. 1995 = 1600
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XIV. CNB MONETARY POLICY INSTRUMENTS

7. BISCOUNT RATE

2. LOMBARSE RATE

3. REP® RATE

al 7 weak

b1 2 week

4. MINIMUM RESERVES RE@UIREMENT

S. FREICN EXCHANGE RATE VIS A-VIS
CONVERTIBLE CURRENCIES
al currency basket

b1 fluctuation band

6. TRABINC @ON FOREICN EXCHANGE
FIXING
a3l exchange rate
bl currencies
c) requiremens of banks
dl minimum amount of orders
e settlement

Asof T Jan. 1997 Change during the period
1C:5% 27 May  13.0%

74.0% e May SC%

27 Jun.  23%

12.40% 18 May  1290% Blu. .%%
9May  45.00% 9 Jul. 18.20%
23May  75.00%  ISjul.  %00%

2)un.  4500%  22Jul.  ?570%
6 jun. 380C% 23 Jul.  35.20%
7 jun.  3100%  28Jul.  74.90%
23 Jun. 29.0C% 4AUS. 14.5C%
?8 Jun. 2500% ? Bec. 19.0C0%
20 jun.  2200% 2@ec. WSC%
23 Jun. 20.00% 3@ec. 17.75%
24 Jun. 3B.5C% 4 @ec. 2700%
30Jun.  78.20% 9 Bec. 15.50%

? Jul. 37.90% 77 Bec. 1500 %

7. 1700%

1240% 4 Jun. 29.00% 23 Jul. 3540%
?? Jun. 29.0C% 24 Jul. 15.20%
Wjun. 2500% 2B Jul.  14.90%
2CJun. 2200% ? Aug. 1470 %
23 Jun. 20.00% 4AUS. 14.5C%
24 Jun. B8.50% 3?7@ct 4.8C%
3Cjun. B.20% ? Bec. B.50%

? Jul. 178C% 2 Bec. BOC%
7 Jul. 1700% 3 Bec. 17.5C%
Bjul. ?8.5C% 4 Pec.  26.75%
jul. 76.20% I Bec. I550%
26 Jul. W00% 0 Bec. IS0C%
22 Jul. 1IS7C% 17 Bec. 14.75 %
21.5 % of primary deposis of banke BMay 9.5%
4 % of primary depssiw of building
societies and CMZRB
65 % BEM, 35 % USE 27May  Cancellation of link to currency
+-75% basket and fluctuation kand
for exchange rate oscillations;
replaced with managed floating
system with link 10 BEM
exchanga rate midpoint +- .25 % 3CJun. Regulation for trading on

US®, BEM
max. 2 per currency
LS® 3 mil., ®EM S mil.

American auction system

CNB fixing cancelled




REAL ECONOMICS

I. MACROECONOMIC AGGREGATES

€2V in bn, increase in % to thesame period of the previous year, constant prices of 2994

1944 1945 199¢ 1387
-IVR [{Ve ({Ve tQ (-l e Ve

1. CR@®SS D@MEST.C PRODUCT
-C2¥inbn 1748,6  7227,6 12694  284,8 60,0  ax94 12878
- % : 6,4 2,8 92 0,9 0,5 1,0

il il

2. FINAL CONSUMPTI®N - T@TAL

-C2Vinbn 827,80 B6?,8 9354 22¢,8 444.8 72,7 q22.2
- % . 4,2 6,2 3.7 3,0 ?,? .8
of which:
1) Households 5S40 68037 845,5 47,8 37,4 482,0 656,?
-C2Finbn . 8,9 7.8 4,0 4,9 2,4 7,8
- %
bl Covernment
-C2Vinbn 255,S 25¢,3 26,6 8G9 1230 83,5 255,00
- % . 2.0 4,2 c,8 -1,7 -2,3 =22
<l Non-profit ins:itutions
-C2Vinbn 7,3 8,4 4,3 2.7 4,4 7,2 10,?
- % . 12,0 10,7 10,5 4,8 5.9 g,e

3. CREATI@N @ F CROSS CAPITAL - T@TAL

-C2Z¥in bn 2487 4262 4B2,5 072 2175 3377 4707
-% : 23,7 12,0 a6 1,3 -2, 3.7
of which:
3] Fixed capital
-C2¥inbn 3399  411,2) 4448 82,8 87,7 2838 4252
-% : 22,0 8,7 .6 5,0 8,7 4.9
bl Stocks and reserves
-C2¥inbn 6,2 14,9 24,7 24,4 36,4 53,9 45,6

4. FOREICGN TRADE BALANCE

-C2Z¥in bn 24,5 68,3 -1275 33,2 59,3 -B7,0  -210.?
of which:

1] Expoie
-C2¥inbn §0B,0 705, 7434 1745 32,8 5922 879,9
18,7 5.4 1,3 67 8,3 10,2

B Impene
-C2Z¥in bn §32,S 7714 @724 2077 4432 6727 9300
22,0 12,9 7.5 8.5 6,4 67

For information:
1. D@MESTIC ACTUAL DEMAND

-C2¥inbn 1706, 12730 1302,2 2836 6259 954,55 13443

- % : a1 7.0 2,3 0,5 1,4 32
2. AGGREGATE ACTUAL DEMAND

- C2¥.in bn 1774,9  1978,6  2108,7 468,7  3009,7 1S4B,6 2786,2

- % : 11,5 6,4 1,8 2,8 P 2,9

3. GR®SS D@MEST.C PRODUCT
(N CURRENT PRICES
- Q2 in bn 1748,6  1348,7 1532,6 350,8 757,3 1179,5 184495
- % : 17,4 12,6 7.6 7.0 6.9 7.6

4. PRICE DEFLAT®R
- % ; 10,4 a4 6.3 6,0 64 66
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Il. OUTPUT

A. INDUSTRY
7. TOTALPROBUCTION OF COOBS 3)

1. TOTAL INBUSTRIAL PROBUCTION 2

8. C@NSTRUCII@®N
1. TOTALCONSTRUCTION @UTPIT 4)
of which:
a) Businesses with 25 or more employess

- stae

- private

- cocperative

-other

b) Businesses with |ess than 25 employeas 3)

C. AGRICULTURE
1. T@TAL CROSS PROBUCTION 5
-C2¥. in bn
- %
of which:

a) Crop production
-C2¥. inbn
- %

bl Lives:ock production
-C2V. in bn
- %

2. SALES INAGRICULTURE BY SELECTER
PROBUCTS [ 4
a) Cuttle for slaughter
b1 Pigs for slaughter
cIMilk

1992 1942
NATE s T AT Y
-7.9 -5.3
14,7 22,9
2.9 -103
89,0 -262
69,7 8,6
122,7 1,5
85,0 B33
21287 -2.3
35,8 37,4
16,9 4,6
483 45,7
-8,2 -7.3

?) Constant prices as of ? Jan. 2989, from 7997 not monitored
2] Since 2994, the index of indus:rial production based on statisties of production of selected produce
2) Natural entities registered and not registered in the company register included

4) Constant prices
S) Constant prices of 7989

C2F¥. in bn, increase in % to the same period of the previous year

1994

LtV @

7

il

7%

il

8,0

5,5
6,2

14,7

78,7
-4,0

34,7
-7,2

43,4

4,9

1995

-tV @

8,7

il

8,5

il

8,4
4,6
10,0

15,7

7.2

»

a7

il

82,0
5.0

il

35,7
2,9

48,3
6,7

il

1996

-tV @

6,4

1,8

4,8

4,2
-8,8
0,9
2,9
14,5
8,

il

80,9
-1.4

36,4
2,1

44,5
-4,0

il

.4
2,5
0,4

LG

-3,5

=53

-5,9
0,2
-2,7

-10,8

22,7

4,5
4,3
-36

1947
il R
C.é 2,
KA 3,4
1,4 -2,5
5,.? 2,9
0,2 23,3
26,6 <,9
0.0 2,4
7.5 S8
7.3 5,?
=353 E

LtV @

-4,
11,4
2ok

fl

2,0

76,7
5.9

il

35,3
-2,9

40,8
8,4

il

5,7

il

4.7

fl

2,2




(tt. AGGREGATE DEMAND

A. T@®TAL RETAILSALES 1)
-cuient priess

- cerstant priees 2)

B HOLSEH®LD M@NEY | HC®MES AND EXPENDITURES x}
1. N®MINAL INCOWMES AND EXPENBITURES
a) Tetal neminal ince mes
of which:
-wages
- cecial

- ethar

bl Neminal expanditures - tetal
of which:
- axpenditures en geed ard cerviess
- eth2r expenditures
- taves, seciil security
centributiensil
-taves

- c@cial security centribitiens

2. REALINC@®MES AND EXPENDITURES
a) Real incemes

b Rea| experditures

C.AVERACEWACES
1. N®WMINAL WAGES IN T@TAL
of which:
a) Business sacwr
of which:

- industry
- ceretructien
- agricultire
- transpert, sterage, communicatiens

- trade, car repair

b1 Budgetary ard subsidised secter
of which:
- scheel system
- health care ard sec:ial
security

- public administratien

x) Sinee 1486, changeef mathedelegy

CZKin bn, increase in % te th2 sam= peried of the previeus year

199 1993 1994 1995 1985 1907
-IVR. 1-IVQ| I1-IVR . I-IVE |-V |® | I-11® [-Il® I1Ve
1400 20,2 76 3.3 6,5 7.4
6,5 12,1 2,5 3,5 1,4 1.9

17,7 27,60 198 184 133 12,6 11 12,4 121
8.7 257  1a4 181 16,8 11,1 1.2 2.6 2.2
3ze 118 148 147 162 138 11,4 12,7 13,2
246 432 213 20,8 55 148 206 182 13,7
203 253 178 168 154 g 11,7 164 103
183 257 164 14,8 16,1 194 121 19,2 10,0
26,5 24,1 17,2 17,3 154 7.4 $4 11,6 14,1
261 212 . . . . .
169 60 105 143 A8
s, 114 122 108 145
5,9 5,6 3.2 3.5 4,1 5.1 5,8 4,6 3,3
3.3 a7 7.1 6,3 6,1 2,8 4.8 2,3 1,7
225 253 185 175 188 137 133 134 1,8
24,8 164 17,7 17, 14,1 13,8 136 136
14 23,8 157 1724 174 138 133 135 13,5
224 286 146 148 1853 112 'K .7 2.5
142] 20, 134 167 138 118 196 2.6 s.5
162 248 178 21,6 1838 148 144 151 15,0
258 206 173 1385 16, 12,1 118 11,8 16,6
25,8 148 173 246 122 11,6 11,2 58
225 234 202 173 20M .2 26 2.6 6,2
194 254 174 158 245 159 120 11,8 6,
24 M1 207 163 134 14, X X 2,8

11 Retajl sales includir @ repairs of consumzr geeds, siles and repairs of meter vehicles and sl offumls

21 Censtant priees {average af1994 = 1081
Alin1eaz 1991 includad in ether axpanditures
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2. T@TAL REAL WACES
of which:
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B.1

REPORT ON THE BANKING SECTOR AND BANKING SUPERVISION ACTIVITIES



The banking supervision's
regulatory basis

The "small" amendment to
the Act On Banks

80

In 1997, the Czech banking sector was significantly affected by negative internal and
external factors in the economy and the regulation of banking sector activities. The
safe and trouble-free functioning of the banking sector is a basic precondition for
economic growth, and therefore, efforts towards consolidating and stabilising the
banking sector were important elements used by banking supervision in influencing
bank activities.

At present, the establishment of a comprehensive regulatory basis fully respecting the
rules applied in EU countries is one of the main targets of banking supervision in the
Czech Republic. The basic complex of measures governing prudential bank
behaviour was established as early as 1992. Later, these measures were improved and
supplemented by other measures in response to rapid banking development in the
Czech Republic. The compatibility and compliance of rules is a necessary step
especially for the Czech Republic's entry into the European Union.

In 1997, a total of eight Czech National Bank measures of bank prudential behaviour
were in effect concerning credit risk, liquidity risk and some components of market
risk. In the course of 1997, four measures were amended related to claim
classification, securities trading, restrictions and terms for some types of credits and
investment in ownership interests and the report on bank performance. Through these
amendments, banking supervision responded to the fast development of the banking
sector and the new experiences acquired within the framework of regular supervision
activities with respect to the possible influencing and limiting risks of banks.

In 1997, two amendments to Act No. 21/1992 of the Coll. of Laws, On Banks, in the
wording of subsequent regulations, which embodied government correction measures
in the interests of restoring economic stability were prepared.

New provisions accepted within the framework of the so-called small amendment to
the Act On Banks which entered into effect on February 6, 1998, govern the following
areas in particular:

interconnection of banks with the corporate sector

¢ a bank is not allowed to exercise control over another legal entity that is not a
bank pursuant to this act, a financial institution or an enterprise of auxiliary
banking services.

¢ a bank's qualified interest in a legal entity that is not a bank pursuant to this act,
a financial institution or an enterprise of auxiliary banking services, must not
exceed:

a) in one legal entity 15% of a bank's capital,
b) as a sum of all legal entities, a total of 60% of a bank's capital

These limitations do not hold true for bank qualified interests of the bank in a legal
entity resulting from a claim against such a legal entity, provided that the bank
holds the qualified interest for a maximum of one year from the date of acquiring
it, and for qualified interests of the bank in virtue of its participation in the issuing
of securities and the rendering of connected services, provided that the bank holds
the qualified interest for a maximum of six months from the date of acquiring it.

e a member of the statutory body, the Supervisory Board or a bank employee is
not permitted to be concurrently a member of the statutory body or the
Supervisory Board of another legal entity which is an entrepreneur. This does
not hold true in those cases when this legal entity is an entity over which the
bank has control, including foreign legal entities and in the cases when this
legal entity is a business of auxiliary banking services or the Prague Stock
Exchange. This does not hold true for members of the statutory body or the



Supervisory Board even in the cases when another legal entity is an entity
which has control over this bank, including foreign legal entities.

e trading in securities and trading in rights connected to securities or derived from
securities pursuant to a special Act, on its own account or from its own property
may be carried out by the bank only under the conditions most beneficial for the
bank, especially for the best price that could be attained under professional
guidance.

separation of investment and commercial banking

e the bank is obliged to prevent

a) the utilisation of information acquired in connection with its credit
transactions and, vice versa, when carrying out its investment transactions

b) the utilisation of information acquired in connection with its investment
transactions on the account of a client and vice versa, when carrying out
investment transactions on one's own account, provided that publicly
available information is not the case.

e for the purpose of discharging these duties, the bank is obliged to implement
measures in its organisational, management and control systems that ensure the
separation of credit and investment transactions.

other areas

¢ the so-called test of economic need that could be applied in granting the licence
to operate as a bank or foreign bank branch office,

e a maximum amount for compensation of deposits within the framework of the

deposit insurance system was increased from CZK 100 thous. to CZK 300
thous., a relative limit of 80% of the insured deposit remained unchanged.

During 1997, another amendment to the Act On Banks was also prepared which at
present, is being discussed in the Lower House of Parliament of the Czech Republic.
This amendment is focused, on the following:

e tightening of terms for granting a banking licence,
e broadening of the banks' obligation to inform the public,

e adjustment in acquiring a share in a bank in connection with the amount of the
share being acquired; at the same time, the same treatment of domestic and
foreign investors is stipulated,

the possibility of suspending voting rights for shareholders who are negatively
affecting the bank,

tightening of remedial measures for banks, especially with respect to the
obligatory procedures of the Czech National Bank if the capital adequacy limit
is not fulfilled,

further improvement of the deposit insurance system, its extension also to legal
entities and specification of the group of persons who are not entitled to
compensation, i.e. especially persons with a special relationship to a bank, etc.

At the same time, intensive activities were commenced on the preparation of a
completely new act on banks, in compliance with European Union requirements. The
preparation of the new act on banks was also grounded on the better transparency of
this act as a follow-up to the large number of amendments accepted to make the
current act more precise.

The "large" amendment to

the Act On Banks

81



Harmony with banking
supervision international
standards

Banking supervision
restructuring

Banking supervision
strategy

82

In order to achieve comprehensive banking supervision, it is necessary to bring it into
harmony with banking supervision core principles as defined in the "Core Principles
for Effective Banking Supervision" prepared in 1996 by a group of experts from the
banking supervision of both advanced and developing countries under the guidance
of the Basle Committee on Banking Supervision and the Bank for International
Settlements. In 1997, a detailed analysis of the current regulations was conducted,
and now, the extent to which these principles were fulfilled in practice during
banking supervision performance is being assessed. Though most of these principles
have been fulfilled, some shortcomings have surfaced especially in the area of
systems for measurement, monitoring and control of market risks, supervision on a
consolidated basis, etc. The preparation of regulatory measures for these areas has
commenced.

Recent banking supervision development, and in particular, development in the past
two vyears, has been a learning experience for banking supervision, leading to the
necessity of taking the following steps: continuing in the improvement of banking
supervision performance, creating legislation for the areas of banking supervision
performance which up to now have not been governed or have been inadequately
governed, standardising all procedures in each banking supervision area, reinforcing the
staff of banking supervision departments, re-evaluating the relationship vis-a-vis external
auditors and focusing inspection activities on evaluation of the dynamic aspects of bank
financial positions, i.e. the steady inspection and analysis of systems for managing risky
bank areas. A World Bank expert who visited the Czech National Bank for the purpose
of assessing the organisational structure and instruments of the Czech National Bank's
banking supervision proposed the same recommendation.

These facts led to a significant restructuring of the Czech National Bank's banking
supervision, effective from December 1, 1997.

At present, banking supervision consists of the following three departments:

e the Banking Supervision Policy Department which is composed of two sections
and focuses on banking supervision methodology (prudential rules, internal
procedures for all banking supervision activities), the relationship vis-a-vis
foreign countries, banking sector analysis and information support for banking
supervision performance.

e two identical Banking Supervision Departments which are divided into two
divisions and focus on off-site and on-site banking examinations, including the
governing of corresponding administrative proceedings in the area of licences,
remedial measures and consent given to banks by the Czech National Bank in
advance. On-site examination is executed by independent controlling teams,
each of them being included in the banking inspection division.

e the independent Substandard Transactions Division which deals with problems
of banks after their banking licences have been revoked, initial examination of
uncommon operations at banks and methodological co-operation with
authorities active in criminal proceedings.

At the turn of 1997 and 1998, a new conception for banking supervision development
was developed for the forthcoming period. Contributing to the establishment of a
stable and competitive banking sector that would be the result of the dynamic
equilibrium between the regulation and supervision of banks, market discipline and
quality management of individual banks, is the strategic medium-term target of
banking supervision. The prerequisites for the achievement of this target are a high
level of compatibility of the regulatory framework, methods and procedures with EU
prudential principles and a balanced system for regulation and supervision of banks,
which includes the application of strict criteria for bank entry and exit in the banking
sector, an appropriate connection between off-site examination and on-site



examinatien by using external auditers as an impertant infermatien seurce, effective
cemmunicatien between banking supervisien and the banking secwr threugh the
Banking Asseciatien, and alse directly between individual banks, exc.

Cencelidatien of the small bank subsecser during 1996 led te a principal changein its  The stabifisation
structure. Banks which, accerding te the audiver's stattment and an analysis of banking ~ segramme far small banks
supervisien, were inselvent, had been axcluded fremthe banking secver Hewerer, the ~ COnt/nues

cencelidatien precess was accempanied by a decline in public cenfidence in the

banking secter and the threat o small banks of a gradual depesit eutfew which weak

banks, with respect s capital, weuld net be able te face. Te prevent the risk of a

liquidity crisis in the small bank subsecter and the pessibility of everall destabilisation

of the banking secver, the Czech gevernment adepted in its provisien of @cwber 16,

1996, as a system celutien, a pregramme for shrengthening banking seceer stability

which was designed feor the 13 small banks existing at that ime_ 2%/

Six banks shewed interest in participating in the stabilisatien pregramme (Banka Hand,
Pragebanka, Universal banka, Maeravia banka, Feresbank, Expandia banka). They
submitted their specific stabilisation pregrammes and gradually during 1997, entered
this pregramme, including the commencement of the sale of peer.quality receivables
v Ceska finan&ni. At the same ime, mest #f the banks increased their initial capital in
order w0 meet the stabilisation pregramme parameters, especially in the area of capital
adequacy and suficient prefitability, even prier te pregramme appreoval. Subsequently,
follewing this step, they were alse enabled te increase, in a set ratie, the velume of
receivables repurchased by Ceska finantni. The banks included in the stabilisatien
pregramme are subjectte increased inspectien by the Czech Natienal Bank.

At the end of 1997 fifty banks were eperating in the Czech banking secter. Ne new  The number of banksin the
entity was granted a banking licence during 1997; the number of banks with a licence  secter deceased

drepped by feur as a result of reveking the licences of three banks (Ekeagrebanka,

8ank Skala, Evrebanka) which were taken ever by Unien banka, and ef the

bankruptcy of Realitbanka. Censervatership centinued in feur banks: C@@®P banka,

Pednikatelskd banka, Velkemeravska banka and Agrebanka

One of the twe banks granted a licence in 1996, the Midland Bank branch, started
eperations in May 1997, the secend bank, West Deutsche Landesbank, had its
licence reveked, because it had net cemmenced eperations. The @esterreichische
Velksbanken branch changed its legal form and frem January 1, 1997, became the
subsidiary, Velksbank Praha

Numibser of banks by greup
(#anks that have statedl activities fer clients)

0101190 111298 111241 11]29 111241 211.02% 1112.45 1112.9% 111247

Tolbanks 5i L 23 37 52 S8 54 53 »

of whic:
&gehanks S s é é é é 6 s s
e = s x 4+ 14 19 22 21 13 12 ]
faeign banks x x + 8 11 12 12 13 14
faeigh ank banches x x x 5 7 a 10 L ] ]
specialbad banks x x x 1 5 ¥ 8 k] ‘]
Rnks unde eormenakarship x x x x 1 1 a 5 4+

Banks withaut lieen @2 x x x x x 1 4+ é 10

3@ This pregram censisls in U epurclase of poo1 quality axels frem Bornks ol nreminel velue By 1he pupece bassd
orgarisation k3 firencei sr.e, up 102 preciseh set ameunteftir initial eopital, sesad on 1l 2 umplisn Vo1t efunds
will Be retnined. Barks a1« ol gad 1o dravw 2 ek guaranise forihe resovery ofilae 1coeivanlas, and alier e passege of 2
senen year sidilisetion pregram 18 1¢imdurie to Coskb finencni Vol porl. of Ve raceivasks which they de nel merege to
resdver i ¢ course of 1he stdnilisetion pregram’'s eis 1 nee. Fer 1his purpece, Banks create rassnms avery year ameunting
mirimelly 10 1/7 of 112 value of 112 sold raceivaphk:s. The expacied velume of U repurclase of 112 reeeivasles of CZK
13.7 0 By Ceskd finencni ameunisd 18 110% of k¢ initial capitalof the 13 smell berks = of August 31, 1996, In Mruary
1933, ths ameuriwes incieaed by 3 furler CZK S B



The majerdanks’ share of
tetal asseis centinued te
secline

Fereign bank activities
centinued

Changes in the structu.e ef
assets andl [iabilities
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The banking secter structure is quite diversified with respect s the number of banks,
but frem the peint of view of banking activities, majer banks still deminate as they
manage abeut 66% ef the banking secter's assets The increased activity of fereign
banks and fereign bank branches has led te gradual grewth in their share in the tetal
assets of the whele seceer (hem 188% as of 31 Dec. 1996 w 22.3% as of 31 Dec.
1997). Censequently, the share of majer banks is gradually decreasing. Frem ether
bank greups, building secieties have intensively expanded their activities, particulady
in primary depesit cellection; hewerer, despite a gradual increase, their prepertion in
the secter's activities is still very |ew.

The develepment of fereign bank and fereign bank branch activities is evident mainly
in the lending area (17.7% of the o\verall velume of credits as of 31 Dec. 1997, ie.
3.4 peints mere than at the end of 1996), but te a lesser extent in the velume of
primary depesit celection (12.3% of the wtal velume of primary depesits, e alce
3.4 peints mere than at the end of 1996) These banks are especially active on the
interbank market

Share of Individual Bank Creups in the T el Assets
(#anks withvaliel licences as of 31 Dec. 1997)

31 Oz 94 31 ez 95 31 0=z 95 3| Bac 47

Tetal ban'cingsecter 160 60 1940.00 1990.00 10099
o which:

large banie 77.1% 7172 68.57 8567

Small banks 444 492 5.21 472

Feraign banks incl. branches 11.67 15 45 15354 2228

Specialead banks 147 an 3.08 424

8anlks under censarvate r=hip 524 478 41.00 3404

Banking secter wtal assets increased by 16.1%, te CZK 2,333.3 bn cempared te the
end of the preceding year, which means that its grewth rate was reughly abeut
& peints higher than in 1996 (which is paitly atributable w keruna depreciatien in
1997). The everall increase in wetal assets was mestly attributable te fereign banks (up
by 37% fer 1997) and fereign bank branches (38%).

With respect of the mest impeitant items of the balance sheet, ie. tHie velume of
credits and partly alce primary depaesits, the difference in dynamics cempared v 1996
is net significant. The velume of gress credits (ie. net adjusted for provisiens) as of 21
Dec. 1997 was CZK 1,148.8 bn, 13.3% mere than at the end of 1996, which means
thatthe srewth rate was enly 8.4 peints higher than that of 1996 During all of 1997,
grewth in credits was lewer than grewth in tetal assets The velume of primary
depesits rese by 14 2% against the end of 1996 v CZK 1,150.8 bn, and this grewth
was abeut 4 peints higher than in 1996. Ameng ether banking secter activities, the
srowth rate of securities brading centinues te fall (an increase of 8.6% in 1997 against
17.3% in 1996); in centrast, bank activity en the interbank market is expanding, due
alce te interest rate develepments

Main indicaters &f the Banking Sacter
(for Banks with licence valiel as ef 31 Bec. 1997 )

31.0ac 1985 31 @ac. 1996 31 @ac. 1947

Tetal asses, CZK in bn 18144 20084 23331
Credi®s, CZK in bn {n&)) $31.2 4283 16477
®uick assas, CZKin bn" 355.3 3903:5 37723
Securities in bank pertfelies, CZK in bn?) 1545 193.4 1977
Clientdepesit, CZK in bn 915.5 14475 1150.%
Sankdepesit, CZK in bn 37%.8 4651 485.7

1) @8sh veluas, doposils and credils with The CNB, cure r1acesunts with benks, CNB wilk 204 T bils
2 sscuritia intade and invasiment porifeliss, CNB bilk and T bills excluded



The proportion of quick assets in bank portfolios was affected by exchange rate
turbulence in the middle of the year. Following a more substantial decline in the
volume of quick assets in May and partly also in June 1997, banks renewed or further
increased their original levels. By the end of 1997, quick assets totalled CZK
377.3 bn, 16.2% of the total asset volume, which is 1.1 points more than at the end of
1996.

Different growth rates of individual indicators led to changes in the total asset
structure: on the asset sidle, the share of credits and securities is gradually decreasing,
while the share of quick assets and bank deposits is increasing; on the liability side,
the share of primary deposits is falling.

The volume of classified credits (excluding Konsolidac¢ni banka ane banks under
conservatorship) rose 4.8% in 1997. This increase was significantly lower than that of
standard credits whose volume grew by 15.1% against the end of 1996. Compared to
1996 (taking into account write-offs of loss credits and purchases of receivables
within the stabilisation programmes), credit growth in 1997 was 4.6 points slower.
More rapid growth in standare loans led to a gradual decrease of the proportion of
classified credits in the overall credit portfolio.

Classified Credits in 1995 - 1997

banking sector as a whole, Konsolidacni banka and banks under conservatorship excluded

_33.04 3262

800 31.07 r 35
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2759 2714 27:28 26198
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o2 ) & [+] ™ [ [} + 25 o
£ | | o
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31 Dec.1995 30Jun.1996 31 Dec.1996 30 Jun.1997 31 Dec.1997
31 Mar1996  30Sep.1996 31 Mar.1997 30 Sep.1997

Standard credits mmm Classified credits (CC) Share of CC in total credits in %

The continuing high proportion of classified credits in bank portfolios is, to a large
extent, connected to the low level of credit write-offs against created provisions and
reserves. Their volume as of 31 Dec. 1997 was CZK 95.2 bn, 8.2% more than at the
end of 1996. These reserves and provisions cover about 55% of the potential losses
from the credit portfolio. The remaining part is covered by high-quality collateral.

Despite a decreasing proportion of securities in bank portfolios, this area represents
other possible risks following from uneven development on capital markets. For this
reason, from July 1, 1997, a new CNB regulation requires consistent creation of
provisions to cover the difference between the purchasing price and market price of
all securities in bank portfolios. The volume of provisions created for securities
(excluding Konsolida¢ni banka ane banks under conservatorship) more than doubled
against the end of 1996, reaching CZK 9.9 bn as of 31 Dec. 1997.

Virtually all of the banks have gradually met the new prudential requirements for
covering the risk of the securities portfolios and, at the end of 1997, created
provisions fully covered the difference between the market price and purchasing price
of securities in trading and investment portfolios.

The growth rate of classified
credits was lower than in
1996

The volume of coverage of
potential losses from the
securities portfolio
increased
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Banking sector capital
continued to increase

The efficiency of banking
sector activities rose

86

On the one hand, the amount of capital in the banking sector (excluding Konsolida¢ni
banka and banks under conservatorship) has improved in connection with increasing
the initial capital of banks, up by 16.9% against 1996 end to CZK 65.3 bn,
particularly due to new share issues by small and foreign banks; on the other hand,
the overall volume of internal bank resources has decreased due to real losses from
the performance of some banks which were forced to create provisions to cover
potential risks from credit portfolios and securities portfolios at the expense of a loss.
Against the end of 1996, the overall volume of bank capital increased by 16.3% as of
31 Dec. 1997 to CZK 121.2 bn. Capital adequacy as of the same date was 10.6%, 2.6
points above the minimal 8% limit recommended by international standards.

The emphasis on increasing the efficiency of banking activities by means of closing
inefficient bank units, decreasing or maintaining the number of employees and higher
efficiency in operating costs was a positive trend in 1997. Compared to 1996, the
number of bank units dropped by 679 to 2,472, the number of employees by 4.4% to
57,082. Operating costs totalled CZK 46.8 bn, 13.4% more than 1996 and accounted
for 2.15% of total assets, which is the same level as in 1996.

Note: None of the above data have been audited.



B.2

STATISTICAL ANNEX - BANKING SECTOR



. DEVELOPMENT OF BANKING SECTOR ASSETS AND LIABILITIES

Ferbanks with valiet barking licence a; of 31 B2c. 1987 including bank bianches

1994
31 Pec.
ASSETS 1448287
Cash 21310
Pepacits and credits with CNB 6810
of which mirimum reserve reguiremants 50740
Pepocits and credits with banks 2%351%
ef whicly: cument acceunts 14710
time depesits 158174
credits ganted 125635
T-wills 27001
CNB bills 4655%
Credlits granted 766840
of which:teclients 763103
te state anel municipal auth enties 3837
Tiadable secunties 170738
of which: benes 72%27
esuity securities 12818
O wnership interests of banks (investmeant} 16618
Tangible and intangible aisats 46477
Other assets 70686
LIABILITIES 1448287
Reseurces frmm CNB 77105
Peposits anel credits frem barks 271167
of which: cument acceunts 11684
time depesits 16 2351
credlits received 87132
Pepasits received $01376
of which: fmm clients 721842
state anel muricipal autherities 55068
depesit certificates 24466
Bend issues 27133
Reserves 74820
Reserve funes 41003
Capital funels 13651
Initial capital 53521
Retained earnings 847
Current year prefit 723%
Otherliabilities $1434
Fer infermatien:
Asiets ecluding Kenseligalni barka ane banks uneer
censensatership 1262901

1995
31 Pec.

13814866
23731
163180
74842
314775
1249%%
172588
12%688
33876
121863
$311%2
$26328
4884
146860
12214%
2311
224%7
56535
100147

1814866
73775
3796907
14868
240064
124576
16506
251611
4454%
20346
43850
42384
57430
15308
60534
1350
12135
206422

1604791

1996
31 Pec.

2003438
27876
141866
113518
389657
20878
277021
%1756
48835
w230
$28251
923282
4%6%
171886
132388
3731
2154%
4638
190348

2003938
71403
465115
16776
330874
117365
1097637
462218
38828
5481
W40
38345
63687
20384
66832
1853
14445
185282

208779

CZKin mil, end of pened balance

31 Mar.

2068312
25766
17235%
1sise
372474
14905
281384
65685
55471
02216
175000
873358
5642
166552
1333%6
28675
33096
4041
132337

2068312
71818
4738%6
1047%
34737%
116038
101871
871473
42383
4855
75014
38733
63529
20648
68683
16474
3875
214732

1865231

1997
30)un. | 30Sep.
2158304 22449833

285%6 27340
153400 203131
13020 104855
4222%2  4112%
25786 13728
328%0% 330366
67598 67035
68554 52145
44606 33236
1026308 1017876
1014287 100637%
1251 11487
144816 144608
117186, 1177%6
24324 23371
5415% 58045
66189 67217
147883 173606
2158304 22449833
$2781 tise2
483298 436%04
21041 1787
363163  35%77¢
114085 115347
105790% 1037075
1005003 1038277
43842 426%5
%64 t104
$9238 87324
36665 38220
72363 7208%
20605 18708
70018 70518
1850 1793
%361 12367
21%116f 270033
1852838 2043243

30 Pec. _

2333074
2¢714
188540
$1322
4382530
18392
388282
74385
40363
83284
10476%%
1031870
1572%
103084
24844
143220
84584
66732
176473

2333074
87071
485708
18704
351882
124121
1150752
1112050
36955
174%
82724
40623
72316
20828
75884
1325
11083
27474%

2122052



Il. DEVELOPMENT AND STRUCTURE OF BANKING SECTOR REVENUES AND COSTS

Fer banks with valid banking licence as of 31 Bec 1997,
including bank briaanches abread, excluding Kenselidacni bankaand banks under censervatership

1994 1995 1996 1997
a1 Ppec a1 Pec. a1 Pec. A1 Mar, 20 Jun. 30Sep.

QK in mil, in abselute terms

[nteres: earned 19%% 24 115844 134439 35355 t8447 127214
[nteres: paid #7255 74919 24276 28184 9147 93343
Interes: yield 42385 49738 49183 9191 20308 33817
Fees and cemmissien earned 121 9134 12531 2747 8621 9753
Fees and cemmissien paid 759 1652 1436 274 782 1187
Fees and cemmissien prefit 2451 8332 119895 2524 se13 i851
Interest yield inc:luding tee and cemmissien prefit Set1e 44542 51258 11714 28218 4240
Securities revenues 4492 S7#1 11727 3751 (%1} 9156
Fereign exchange eperatiens revenues 52894 761 #315 1851 4946 7494
@ther banking eperatiens revenues 338 15684 1349 877 1018 1537
Banking activity prefit #8445 $3423 70648 17744 38441 29654
Ceneral eperatien cests 243185 31594 38281 3942 19772 0847
Reserse and previsien creatien (net) 22245 14441 #1834 4341 2430 11882
@ther eperatien revenues (cests) -3388 4947 -193%4 -1384 -3838 -18534
Cres: eperatien prefit 4427 16441 832 3012 7151 411
Extrierdinary revenues (cests) 173 47% 226 -142 -4 124
Pretax gres: prefit 4754 11418 7058 2959 7147 t540
Taxes 3342 1sde 445 231 Shh 1228
Net prefit 412 9738 813 2719 581 7212

in %, in relative terms 1]

Banking activity prefit/assets 5,33 4,84 417 3,88 4,14 414
Cres: prefit/assets [ X1 133 C.42 .64 .7 [ 511
Net prefit/aseets 4,56 e.71 9,39 4,59 470 4,50
Net prefit/cere capital 17,72 21,48 12,36 13,41 22,55 18,43
Tetal interes: revenueyinteres: earning assets 12,32 11,31 16,33 19,56 11,54 11,78
Tetal interest cest/interes: bearing liabilities 7,24 (A1 7,85 7,25 K ¥4 $,15
[nteres: rate spread 4,99 4,41 3,78 3,31 347 3,83
Netinteres: margin 4,92 4,98 3,04 2,66} 2,41 2,98
Number of bank pecsitiens 2849 2722 2783 2817 2458 21%e
MNum ber of em pleyees in banking secter 51474 52485 55311 54245 S3838 53274
Per empleyes @K in theusands
tetal ascets 24727 30288 32782 34385 38274 38353
prefit frem banking activity 1183 1206 1277 1312 1449 1518
net prefit 128 134 12¢ 260 244 183
eperation Cests 437 S% 2 59 735 787

1) In individual quarters of 1947, data adjusted te a yearly basis

a1 pec

172343
128558
45742
13526
1844
11882
57874
13427
12885
1428
$5913
43789
15683
-19185
7385
499
7805
747
700

4,36
0,29
3%

11,69

11,81
$,24
3,57
2,43

2180
53188

39347
1815
132
823
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I11. SELECTED INDICATORS OF PRUDENTIAL OPERATION OF THE BANKING SECTOR

Fer banks with valid banking licence as of 31 Bec. 1387 including bank Wranches abmad,

wxcluding Kenselidacni wanka and banks under censervatership

Cere capital, CZK in mil.

Tetal capital, C2K in mil.

Tetal ascets 2], @Kin mil.

Risk waighted assets, @K in mil.

Risk waighted asset share in tetal assets in %
Capital adequacy in %

Classified ¢credits, @K in mil.
in % of tetal credit velume
Wei ghted classificatien, @ K in mil.
in % of tetal credit velume
Classified credits adjusted for cellateral, @K in mil.
in % eof tetal credit velume
Wei ghted classificatien adjusted fer cellateral, CZK in mil.
in % of tetal credit velume
Reserves and previsiens creeated, @K in mil.

Reserve and previsiens suiplus (4] ershed:age (-], @' Kin mil.

in Y% of tetal credit velume

Quick aseets, @K in mil. 4]
in Y% of tetal acset velume
in % of tetal pnmary reseurce velume
Cumulative net balance sheat pesitien S)
up te 1 menth te tetal assets in %

up te 3 menths te tetal aseets in %

1) axcluding fereign bank branches
2] including credit equivalent of eff-balance cheet agsets

1995
a1 Pec

t4168
42555
1592879
218554
Sh,84
19,16

252164
33,84
154661
20,26
129885
17,81
3449
11,59
t6 297
2143
28

332828
20,68
29,06

21,82
0,80

3] classified credits granted te clients, adminisrative autherities and banks
4) cash, depesits with CHB, cuirent acceunts with ether banks, T-bills and ether bills

S] aflerdeducting 8% of demand depesits

1996
a1 Ppec.

%e17
184254
1788576
1642148
58,53
19,00

257823
24,33
195447
18,82
129417
1472
£7119
191
179%
877
019

209374
16,05
29,28

4,46
2,66

A1 Mar,

1997

20 Jun.

Capital adequacy 1]

97971
105882
1816892
1874487
59,14
X5

1835987
1127 48
1893452
1134514
59,46
494

Credit pertfelie quality 3]

256942 265438
27,59 27,14
%8706 176815
18,12 18,00
129847 140883
132,44 14,41
18449 95314
472 a7
3474 93191
2029 2179
422 8,22
Liquidity
311616 204768
18,71 15,09
22,15 29,95
2,77 4,19
-1,00 =263

308ep.

182566
114418
2002687
1139481
Sé,88
10,84

264081
27,28
172653
17.83
138416
14,39
91724
047
93541
1837
019

371142
18,17
35,51

4,36
2,15

A1 Pec.

118139
121214
2194123
1148113
54,56
18,56

27 0988
26,98
174329
17,42
145689
14,55
45434
453
95181
253
4,03

363908
17,15
32,73

238
1,34




C.

CNB PERFORMANCE

The Czech National Bank's performance in 1997 ran a surplus of CZK 10,744,567,000, with revenues amounting
to CZK 91,920,611,000 and expenses, CZK 81,176,044,000.

The most important event affecting CNB performance in 1997 was the weakening of the koruna (particularly the
May jump) and an increase in interest rates on the koruna market which accompanied this weakening.

Monetary policy was tightened due to the unstable situation on the financial markets and, as a result, the
anticipated decrease in the volume of sterilisation expenses (i.e. expenses on operations connected with reducing
the excessive money supply in the economy) did not take place; in contrast, these expenses increased. This
increase was further multiplied by the need to sterilise the funds released as a result of a reduction in the MRR
rate by 2 percentage points.

An important factor largely affecting the overall economic performance was the mandatory creation of reserves
and provisions following from the CNB's participation in the implementation of the banking sector consolidation
programme.

Based on a CNB Board decision, the surplus of CZK 10,744,567,000 was distributed as follows:

1. Coverage of the loss from 1996 in full, i.e. CZK 8,653,842,000
2. Allocations to the bank's funes worth CZK 2,090,725,000
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D.

CNB BALANCE SHEET, PROFIT AND LOSS ACCOUNT, AUDITOR’S REPORT



Assets (CZK million)

84

ten

ten

Sulien

Reesivebla fom IMF
Q) in fereign currecy
b inCZK

Reesivebla f'om abreas

Q) in fereign curreicy

fram ths: depasits with feregn banks
lears previdsd 10 1oreign banks
securities
other receivablk:s fram abrend

b in C2K

Reezivables fom demastic banks
) receivabk:s fram refinancing
b Ater ecenvabk:s fem demestic banks

Reezivables fom cliens

Gemestic securilies ard irvesiments

inthi: vestment ar Aherfin. iwestimens

Currem result of state budget

@1er receivabk:s fram saie budget
@shen handd

@11er assek:

Al tangble asssts

b inrgible axet
CIprapaid e penees ACCied (&venud
& AMes

Towl asses

Ltne

W N "L LW

et =

v

15

15
17

13
14
2

2
22
23
24
25

26

Current acesuntting peded

Gress ameant Adjustmant

1

3.921,79

24.982,55
'Y
24962,54
3$4.351,13
38425103
997
0148,33
2178851,57
261580

244.131,56

7766,53
b AIH T X3
19.645,65

156.142,39
3444,33

2.835,03

14.275,81
§912,55
§24,12
474,45
2097 5

678465,91

2

(X

fl

155,68
155,63

155,63

2078484

2076494
666t

1.79%,15
1.813 34
179 64

3.7

¢

93.182,55

Netamennit
3

342174

24.9%2,55
'Y
24962,54
364.195,45
36419545
091,97
$0143,38
21749539
261580

78.387,52
7.766,53
70500, %4
18478,97

158.142,39
3844,88

203503

12479 66
5.29%. 0
344,43
474,48
2484,52

£55081,16

Previens
200M 1, p_eriod
q

3441,68

23.674,68
9,14
23.674,54
38d. 983,11
363.983,1
82396,32
7330068
1355606, 32
26153,79

$0471,41
5.339,2
74.832,15

390391

83.782,87
1365,30

29428
1486,54
13.281,11
3814,57
20,83
457996
4.565,65

55979939




Liabilities (CZK million)

[tem

ne.

[tem

Currency in circulation

Payatble ta IMF
a) in fareign currency
B in CZK

Payable ta abroad including securities
a) in fareign currency
from this: received fareign loans
bands esued
sther foreign payables in fareign currency
B in CZ¥

Liabilities ta domestic banks
a) bank monetary reserve
b other payatble

Cliems' dePosi®

Bomestic securitias issuad

Current result of staw budget

@ther payable ta state budget

Re<enes

Equity

Furds

Retained earnirgs or accumulaved losses from previous years

Profit or kiss far acceunting period

@ther liabilities

a) accrued expenses ard deferred revenue
b others
incl. settlement acceun®s of kical authorities

Total liabilities

Line

R 7

23
29
3¢

31
32
33
34
35

3s

37
38
39

49
41
42
43
44
45
4%
47

43

Y ]
51
52

53

Currert
accounting, period
5

139.145,5%
2496254

24.962,54

24.112,52
22.699,44
14.338,33

9.368,45
0,06
413,08

205.119,12
£3.82%,51
115.289,61

40.8328.2%
150.000,00

26.825,21
27.501,38
1.400,00
$.185,65
-$.653,84
10.744,57

$.912,39
196,74
5.815,45
3.696,71

©55.083,36

Previotls
accounting period
6

137.854,31
23.674,54

23.674,54

17.92218
17.548,23
£.598,645
£905,48
1,99
415,95

142.450,29
113.107,61
23.342,68

55543,77
113.531,00

39.335,23
19.160,36
1.400,00
$.222,25
-$.653,84

11.359.30

5.034,45
§.324,85
3.754,44

559.799,39
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Off-balance sheet as at 31 December 1997

Item ne,

Item

o

Tetal centingent fiture liabilities

a) acespnd bils of exchangeand endersed bilk
bl eblgatiens frem guarantess

<) ebligatiens frem pledges

@ther irevecable lia. bilities
Reeeivab|es frem <p ey forward ard eptien transactiers
Payables frem spe1, ferwardand eptien transacters

Aceepiad guaramess frem the gevernment of Casch republic

Line Acosunting peried
ne. Current

< 7
54 75.960,85
&8 798,22
56 75.170,43
57
58
58 o4.708,87
64 66.084 62
61 22.500,00

L ZKmillien)

Previews

75.2380,%%
740,08
74.544,91

9624,62
11.234,98
22.50000



Profit and [oss account

ftem

no.

2.8
1.2

2.7
2.2

3.2
3.2
33
3.4

iv
7.2

8.7

8.1,
812
R

a.2

q.7?
Q2
a3
10.
102
1C.2
70.3
1.
W2
ne
12.
13,
14,
15.
16.
17,
18.
18,
20.
21
22
23.
24,

ftem

Interest income and similar yields

Interes: on fixed-yield securities

@ther

nterest expenses and similar expenses

Interes: expenses for fixed-yield securities

@ther

Earnings on variable-yield securities

Earnings on shares and other variable-yield seuritias
Earnings on invesiments with significant interes:
Earnings on inves:ments with majority interest
Earnings on inves:ments in affiliate entities
Revenue from charges and commissions

Expenses for paid charges and commissiors

Profit (loss) on financial transactions

@®ther revenues

Revenues from issues of bank notes

@ther

@®verall operating expenses

Personnel cose

Wages and salaries

Social security

Health insurance

@ther operating expenses

Charge 1o specific and general provisions for tangible and intangible assets
Charge to general provisions for angible aseets
Charge to specific provisions for tangible aseets
Charge to specific provisions for intangible aseets
Release of specific and general provisions for tangible and intangible assets
Release of general provisions for tangible aseets
Release of specific provisions for tangitde aseets
Release of specific provisions for intangitde aseets
@ther expenses

Expenses for issuing bank notes and coinage

@ther

Charge 1o specific and general provisions for loans and guarantees

Release of specific and general provisions for loans and giarantees

Charge 1o specific and general provisions for investments and otler finanacial imestments

Release of specific and general provisiors for investments and otner financial investments

Charge 1o other specific and general provisiors
Release of otrer specific and general provisions
tncome tax on ordinary activities

Profit (loss) on ordinary ativities after tax
Extracrdinary revenues

Extracrdinary expenses

Income tax on ext-aordinary activities

Profit (loss) on extraordinary activities after tax
Profit (loss) for accounting period

Line

no.

W W W W W W W W W
B NP bWl wo WE NV e Wk

£ bbb e e Rl LYWWWWW W W W kR R R R R R R R R W
N TV E WwklkowWw O E N WV e WR WO P @ N WV A WR WO

asat 37.32.3947 (C2¥ million

Accounting period |

1947
1

40.908,81
27,309, 49
79.594,32
3406542
.00
34.065,42
36,55
36,55
.00

.00

.00
551,78
100,65
3961073
25,31
19,43
75,88
196298
608,22
442,67
124,17
40,60
1.354,66
0,00

0,00

5.766,56
366,28
5.40¢,28
2086444
922,68
0,00

0,00
B.626,30
0,00

0,00
14,24
218

0,00

0,00
10.744,57

19496
2 |

34.668,27
3.245,20
31.273,07
31.04549
0,00
3104549
177,94
29,00
0,001
148,85
0,00
513,13
3775
-B.B6428
6306
23,65
29,43
1.518,10
565,19
413,54
113,85
37,80
952,97
0,00

0,00

BAZ494
284,78
607,71
394,83
2,651,490
0,00
0,00
4,458,727
514,53

0,00
2146
5182

0,00
0,00
-8.65384
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Karlovo nimésti 17 Dalsi kancelaf / Other office:
COO ers SR 12000 Praha 2 Jakubski 1
Praha, s.r.o. Ceska repubfika 60200 Brno
& Ly rand tel.: (420) 2 21 905 111 tel.: (420) 6 422 147 64
fax: (420) 2 290096 fax: (420) 5 422 147 96

AUDITOR'S REPORT

to the Bank Council of CNB

We have audited the enclosed financial statements of Ceska narodni banka, for the year ended
31 December 1997. The Directors of the Bank are responsible for the preparation of the
financial statements and for maintaining accounting which is complete, supportable and
correct. Our responsibility is to express an opinion on the financial statements taken as a
whole, based on our audit performed in accordance with the CNR Act no. 524/1992 Coll., on
Auditors and the Chamber of Auditors of the Czech Republic and the auditing guidelines
issued by the Chamber of Auditors of the Czech Republic.

The auditing guidelines require that we plan and perform the audit to obtain reasonable
assurance that the financial statements are free of material misstatement. Our audit includes an
examination of the evidence supporting the financial statements. Our audit also includes
assessing whether the accounting policies used and significant estimates made by management
are fair and suitable, as well as evaluating the overall presentation of the financial statements.
Our audit procedures were carried out on a test basis and with regard to the principle of
materiality, We believe that our audit provides a reasonable basis for expressing our opinion.

In our opinion, the financial statements present fairly, in all material aspects, the assets,
liabilities, equity and financial position of Cesk4 narodni banka as at 31 December 1997 and
the financial results for the year then ended in accordance with valid acts and relevant
accounting legislation.

Without qualifying our opinion, we would like to draw to your attention article 8f of the Notes
to the Financial Statements. At 31 December 1997, bank assets include CZK 26,122 million
of receivables from Narodni banka Slovenska resulting from the separation of the assets and
liabilities of the former Statni banka eskoslovenskd and from the losses resulting from the
split of the federal currency. The ultimate collection of this receivable depends on the result
of on-going negotiations between both parties. At present, it is not possible to evaluate the
outcome.

In Prague March 10th, 1998

[’o%/»m £ ééﬁnc/

) 7

Coopers & Lybrand Praha, s. r. o. FrantiSek Linhart
Licence no. 21 Auditor, licence#ho. 150
ZMR68136.SAM

Coopers & Lybrand Praha, s.r.0. ]e Slenem Coopers & Lybrand International, sd ym regi: é ve Svy L
Coopers & Lybrand Praha, s.r.0. is a member of Coopers & Lybrand Intemational, a limuted llabimy iation incorporated inS ri



E.

CALENDAR OF IMPORTANT EVENTS IN 1997

7 January President Vaclav Havel accepts the resignation of Minister of Justice Jan Kalveda frem 17
December 1997.

8 January President Vaclav Havel appeints Viasta Parkaneva Minister of Justice.

14 March The CNB Beoard agreeste divide the licence of Agrebanka, a.s. inte twe parts.

31 March The CNB revekes the banking licence of the bank Skala, a.s

16 April The Cevernment appreves "The Caerrection of Ecenemic Pelicy and @ther Transfermatien
Measures" - the se-called package of ecenemic measures [, including state budget cuts of CZK
25.5 bn, the intreductien of impeit depesits, the lewering of the wage srewth rate in the public
secter to 7.3% and the tightening of ruleson the capital market.

18 April The CNB revekesthe banking licence of Realitbanka, a.s.

30April The Minister of Lecal Develepment, Jaremir Schneider, resigns frem his pest; the President
accepts his resignation en 2 May 1997

8May The CNB Beard decides v lewer the minimum reserve requirement rate fram 11.5% te 9.5%.

12 May President Viclav Havel appeints Temas Kvapil Minister of Lecal Develepment

16May The CNB Beard increases e Lembard rate frem 14 % te 5% effective immediately.

22 May The CNB suspends drawing on Lembard credits and cencurrently cleses nen-residents' access
o trading en the demestic meney market (and resteres accesson 17 June).

26May The CNB Beard decides on a change in the exchange rate regime (abandening the fluctuatien
band and intreducing managed fleating with the DEM beceming the reference currency). Atthe
same tme, the CNB increases the disceunt rate frem 10.5% te 13%.

28May The Gevernment cealitien declares "The Stabilisatien and Remedial Pregramme", the se-called
package of ecenemic measures ([, acknewledging serieus mistakes in ecenemic pelicy and
declaring a series of austerity measures. At the same time, it suggests several persennel changes
in the Gevernment.

29May The Minister of (ndustry and Trade, Vladimir Dleuhy, Minicter of Finance, [van Kelarnik, and

Minister of the [nterier, Jan Ruml, resign frem their peste The President accepts the first twe
resignatiens and dees net accept that of Jan Ruml.

LL)



31 May The CNB revekes the banking licence of Ekeagrebanka, a.s.

2 June Ef'ective 3 June 19987 President Viclav Havel appeints [van Pilip Minister of Finance
(terminating his pest as Minister of Educatien, Spertand Physical Training), Karel Kihnl Minister
of [ndustry and Trade and Jifi Gri%a Minister of Educatien, Speit and Physical Training.

12 june The CNB autherises HYP® BAINK CZ, a.s te issue meitgage certificates

18 june The Cevernment appreves budget cuk of CZK 16 9 bn and ether measures which sheuld result
in saving an additienal CZK 3 bn.

27 June The CNB Beard lewers he Lembard rate frem S0% te 23%.

30june The CNB revekes the banking licence of Evrebanka, a.s.

1 July The Lewer Heouse of Parliament passes the act en budget rules, increasing the limit fer the
Gevernment on issuing T-bills and accepting credits te cever the immediate discrepancy
between state revenues and expenditures w 6% of the everall budget velume. The Senate
passes this acten 9 July 1997,

23 July The Gevernment apprenes the sale of the state's stake in [PB w tie Japanese bank Nemura
(nternatienal.

20 August The Gevernment abelishes impert depesits and appreves the general decument en the

privatisatien of state-ewned cemmercial banks in the future.

19 September

The CNB prevides a banking licence w Seciete Generale, branch effice Praha. As of 1 January
1998, this bank takes ever all rights and cemmitments of Seciete Generale, a.s. which
terminates its activities as of 31 December 1997

10 Octeber The Czech Premier, Viclav Klaus, and Slevak Premier, Vladimir Meciar, meet at Pieitany and
discuss seme contreversial issues connected to the divisien of federal prepeity.

23 Octeber The Minister of Fereign Affairs, Jesef Zieleniec, resigns frem his pest, and the President accepts
the resignatien en 23 @cteber 1997,

30 Octeber The Minister of the [nterier, Jan Ruml, resigns frem his pest and the President accepts the
resignation en 7 Nevember 1997,

1 Nevember The CNB Beard abelishes the CNB measures stipulating keruna and fereign currency limits fer
bank credit pesitions tewards nentesidents

5 Nevember The Cevernment efficially applies for the Czech Republic's entry inte NAT®.

7 Nevember Effective 8 Nevember 1997, President Vaclav Ha\el appeints Jareslav Sedivy Minister of Fereign

100

Afairs, Stanislav Velak Minister of Labeur and Secial Affairs and Jindiich Veditka Minister of
the (nterier (terminating his pest as Minister of Labeur and Secial Affairs).



19 Nevember

24 Nevember

27 Neveniber

30 Nevetnber

The Cevernment approves a prepesal of the Minister of Finance w cemmence the cale of
residual state @wnership interestsin K8, CS@B8 and CS.

(BCA dewngrades the Czech Republic's rating by 1 peint frem A-te BEB+.

Based on selectien precedures, General Electric [nternatienal Helding becemes the paitner for
the sound pait of Agrebanka, a.s

Premier Viclav Klaus resigns President Viclav Havel accepts, in cempliance with the
Censtihition, the resignation of the whele Czech Gevernment and autherises its members te
fillfil their duties until a new Cevernmentis appeinted.

12 December

16 December

17 December

22 December

30 December

The Lewer Heuse of Parliament passes a balanced state budget for 1998 ameunting te
(CZK 536.5 bn; the Gerernment appreved the state budget draf: en 25 September 1997,

President Viclav Havel recalls CNB Ceverner Jesef Totevsky frem his pest and autherises him
o form a new Cevernment. Vice-Gererner Pavel Kysilka becemes acting Cexerner.

President Viclav Havel appeints)ecef ToZoviky Premier of he Czech Republic.

The CNB intreduces inflatien targeting, aiming its menetary peolicy at lewering the se-called net
inflaten te 4.5 +1% by the end of the year 2008; by the end of 1998, net inflatien sheuld reach
6 +0.5%.

Premier Josef Teoleviky anneunces his prepesal fer the struchure of the new Cevernment.
President Viclav Havel appeints the new Gevernment en 2 January 1998
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F.

LIST OF RESPONDENTS

For several years, an important source of information for CNB analytical work in the area of real economics is the
knowledge and experience of chief representatives of the following firms and organisations. The CNB would like
to take this opportunity to express its thanks for their responsive, co-operative approach.

Chemopetrol, a.s.
436 70 Litvinov

SKODA a.s.
Tylova 57
316 00 Plzen

Ceské drahy, s.o.
Nébrezi L. Svobody 12
110 15 Praha 1

'!'ATRA, a.s.
Stefanikova 1163
742 21 Kopfivnice

Zemédélské obchodni druzstvo Lostice
Hradska 107
789 83 Lostice

Odévni podnik s.r.o. Prostéjov
Za drahou 2
797 04 Prostéjov

Stavby silnic a Zeleznic, a.s.
Narodni 10
113 19 Praha 1

IyllTAS, a.s.
Svehlova 1900
106 25 Praha 10

Zemédélska obchodni spolecnost
Sestajovice - Jirny, a.s.

Zamecka 345

250 90 Jirny

Druzstvo pro zemédélskou vyrobu Nova
257 51 Bystfice

VEBA - textilni zavody, a.s.
Pradlacka 89
550 17 Broumov

ARMABETON, a.s.
Antala Staska 30
140 02 Praha 4

AssiDomin Sepap, a.s.
LitomeFicka 272
411 08 Steti

VITKOVICE, a.s.
Ruska 101
706 02 Ostrava - Vitkovice

OKD, a.s.
ProkeSovo ndmésti 6
728 30 Ostrava - Moravska Ostrava

Tovarny mlynskych stroju, akciova spolecnost
Primyslova 387
532 34 Pardubice

ETA a.s.
Poli¢ska 444 5
539 16 Hlinsko v Cechach

CRYSTALEX, a.s. Novy Bor
B. Egermanna 634
473 13 Novy Bor

Cement Hranice, akciova spolecnost
753 39 Hranice

OLMA, ass.
Pavelkova 18
772 11 Olomouc

PVT, a.s.
Kovaneckd 2124/30
190 00 Praha 9

PRIOR Ceska republika, a.s.
Lannovav22
371 57 Ceské Budéjovice

Karlovarsky porcelan THUN, a.s.
Zéavodu miru 70
360 17 Karlovy Vary

AUDIP, s.r.o.
Lublarnska 19
120 00 Praha 2

Passerinvest group
Jemnicka 1
140 00 Praha 4

Auto Palace Praha, k.s.

Na Chodovci 2457/1
141 00 Praha 4
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Editor:

CZECH NATIONAL BANK
NA PRIKOPE 28

115 03 PRAHA 1

CZECH REPUBLIC

Contact:

PUBLIC RELATIONS DEPARTMENT
tel.: 02/2441 2061
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