IV. External trade of the Czech Republic in the 1st half of 2004’

External trade in the 1st half of 2004 was characterised by high growth rates of both imports and exports, which led to
the highest external trade turnover ever recorded. Compared to the 1st half of 2003, external trade turnover grew by
20.7% and external trade value reached CZK 1 646.7 bn. Increases in imports and exports accounted for 48.7% and
51.3%, respectively, of the CZK 282.1 bn rise (y-0-y) in external trade turnover. Exports growing faster than imports
caused a y-o-y decrease in external trade deficit. In terms of EUR, imports were 16.7% up and exports 18.3% up; if
valued in USD, imports rose by 29.3% and exports by 31.1%, all y-o-y.

In addition to factors affecting changes in external trade for a long time (e.g. external trade prices, inward flows of foreign
investment, CZK/EUR and CZK/USD exchange rates, industrial production, investment and consumer demand,
economic situation in the states of western and central Europe), external trade was influenced by some new
(administrative and economic) factors connected with the accession of the Czech Republic to the European
Union. A number of these factors had only non-recurrent effects on external trade statistics, other factors led to changes
that will be constant. Among the latter are particularly the different ways of data collection, methodology and legislation of
external trade before and after joining the EU, data reporting in the Intrastat system, change in customs tariffs, the Value
Added Tax Act, preferential agreements.

Influence of the above-mentioned factors showed itself in the external trade balance. The favourable development of the
trade gap in the 1st half of 2004 resulted from growth rates of imports and exports recorded after the accession of the CR
to the EU. In January to April 2004, imports rose by 15.8% y-o-y and exports by 16.3%, trade balance reached a deficit
of CZK 11.7 bn; in May to June 2004, imports were 28.1% up y-o-y and exports 31.8% up. Just the fact that exports after
the Czech Republic’s entry into the EU grew faster than imports led to a moderate trade balance surplus (CZK 0.9 bn)
and thus to an overall y-o-y improvement of external trade deficit in the 1st half of 2004.

External trade in the 1st half of 2004

Imports Exports Balance
Total Y-o0-y change Total Y-o0-y change Total Y-o0-y change

CZK bn % CZK bn % CZK bn
2nd quarter 2003 353.5 23.2 7.0 340.2 23.2 7.3 -13.3 0.0
3rd quarter 2003 350.7 35.5 11.3 3324 35.0 11.8 -18.3 -05
4th quarter 2003 398.7 40.6 11.3 365.0 37.4 1.4 -33.7 -32
1st quarter 2004 3754 37.7 1.2 376.0 42.8 12.8 0.6 5.1
2nd quarter 2004 453.3 99.8 28.2 442.0 101.8 29.9 -11.3 2.0
1st half of 2004 828.7 137.5 19.9 818.0 144.6 21.5 -10.7 7.1

Imports from all the main groups of countries? increased in the 1st half of the year. Above-the-average relative growth
was apparent for imports from developed market economies, from other states® and from European transition economies
(whose share in total imports was, however, insignificant). Considerably below-the-average growth rates were reported
for imports from developing economies and from CIS. Out of the total increase in imports, developed market economies
made up 84.4% and other states 9%. Nearly 88% of the absolute y-o-y growth of imports from developed market
economies was covered by higher imports from the EU25 and 8.3% by higher imports (+CZK 9.6 bn) from Japan.
Increasing imports from the EU25 were caused by higher imports from Germany (+CZK 43.0 bn) and from Poland, Italy,
France, Slovakia, United Kingdom, Austria and Netherlands (+CZK 42.4 bn in total). The absolute increase in imports
from other states was strongly affected by higher imports from China (+CZK 11.9 bn), which made China the second
biggest (after Germany) supplier. Below-the-average growth rate of imports from CIS reflected the growth rate of imports
from Russia (+10.5%). Imports from developing economies were characterised by a moderate growth rate of imports
from Asian developing economies, which accounted for nearly 80% of total imports from developing economies.

Exports to all the main groups of countries were up in the 1st half of 2004. Slightly below-the-average (albeit high)
dynamics were recorded for exports to developed market economies. Exports to other groups of countries increased
more than the average, yet their proportion in the total absolute growth of exports made up roughly a tenth. The share of
developed market economies in the total y-o-y absolute growth of exports was 90.5%. The highest increase in exports
was concentrated on exports to the EU25. Except for Slovenia and Ireland, exports to all EU25 states grew. Of a positive
influence on exports to the EU25 were particularly exports to Germany, which accounted for almost 46% of the rise in
exports to the EU25, followed by exports to Slovakia, Austria, Poland, Netherlands and ltaly, which together made up
35% of increase in exports to the EU25. A positive aspect in the 1st half of 2004 was a rise in exports to developing
economies, concentrated on growing exports (+CZK 5.0 bn) to Asian developing economies. An insignificant increase in
exports to China kept on, representing a mere 8.6% of imports from China. Slightly higher exports to European transition

' Unless otherwise stated, all the data are at current prices. The 2003 data are final, referring to 27 August 2004 closing date, data for
the 1st half of 2004 are updated and refer to 27 August 2004 closing date.

2 Enlargement of the EU15 to EU25 as at 1 May 2004 changed the structure of individual groupings of member states. Data for the
corresponding period of 2003 are, therefore, converted to the membership after the accession of the Czech Republic to the European
Union, which maintains data comparability.

% China, North Korea, Cuba, Laos, Mongolia, and Vietnam.



economies were affected by higher exports to Romania, Bulgaria and Croatia (+CZK 2.9 bn in total). Higher exports to
CIS were due to higher exports to the Ukraine (+CZK 1.7 bn) and to Russia (+CZK 1.6 bn); these two countries made up
84.0% of total exports to CIS.

External trade by group of countries in the 1st half of 2004

Of which:
Total Developed |nC|L|1:(I:TS(-“ng: Developing Europgan Unspe-
market . transition CIS | Other o
economies EU25 Germany SIovalf 6CoNOMIES | & onomies cified
Republic

Imports, CZK bn 828.7 674.2 | 594.5 268.5 40.8 55.3 49| 46.9| 46.7 0.7

- y-0-y change, CZK bn 137.5 116.0 | 101.8 43.0 5.0 3.3 1.2 50| 121 -0.1

- y-0-y change, % 19.9 20.8| 20.7 19.1 14.0 6.3 32.0| 11.9| 350 -12.3

Exports, CZK bn 818.0 753.7| 707.0 305.5 62.8 25.3 17.2| 16.6 4.4 0.8

- y-0-y change, CZK bn 144.6 130.8 | 123.6 56.7 11.0 6.1 41 41 0.9 -1.4

- y-o-y change, % 215 21.0| 21.2 22.8 21.1 31.6 31.3| 33.0| 2438 -61.6

Trade balance, CZK bn -10.7 79.5| 112.5 37.0 22.0 -30.0 12.3|-30.3|-423 0.1

- y-0-y change, CZK bn 7.1 14.8| 218 13.7 6.0 2.8 29| -09|-11.2 -1.3
Share (%) in total

- imports 100.0 814 | 716 324 49 6.7 0.6 5.6 5.6 0.1

- y-0-y change, % 0.6 0.3 -0.2 -0.3 -0.8 01| -05 0.6 0.0

- exports 100.0 92.2| 86.3 37.3 7.7 3.1 21 2.0 0.5 0.1

- y-0-y change, % -03| -0.2 0.4 0.0 0.2 0.2 0.1 0.0 -0.2

The lower external trade deficit (exports covered 98.7% of imports in the 1st half of 2004, as against 97.4% a year
earlier) resulted from a higher surplus of external trade with the EU25 and with European transition economies and from
a slight decrease in deficit of trade with developing economies. A considerable y-o-y deterioration was recorded for
deficit of external trade with other states; these states concentrated again the highest trade deficit (which made up 90.6%
of imports from these states, as against 89.8% in the 1st half of 2003). Among individual states, the highest deficits were
reported for external trade with China (CZK 41.8 bn), Russia (CZK 25.7 bn) and Japan (CZK 21.9 bn); trade gap with
these states increased by CZK 21.7 bn y-o-y. High surpluses were achieved in trade with Germany (CZK 37.0 bn),
Slovakia (CZK 22.0 bn), Austria (CZK 17.1 bn), United Kingdom (CZK 16.5 bn) and Netherlands (CZK 15.9 bn); surplus
of external trade with these states rose by CZK 25.1 bn y-0-y in total.

The following aspects were characteristic of commodity structure of external trade in the 1st half of 2004:

- the position of machinery and transport equipment in total exports strengthened and in total imports
weakened. Y-o0-y rise in exports of machinery and transport equipment was above-the-average and was decisive for the
growth of total exports; at the same time, it was by 5.6 percentage points higher than increase in imports. The surplus of
external trade in machinery and transport equipment represented 17.5% of their exports; it significantly compensated for
deteriorating balances of trade virtually in all the other commodity sections and contributed to a decrease in total external
trade deficit. Of most important influence on the increase of surplus of external trade in machinery and transport
equipment was higher surplus (by CZK 9.2 bn) of trade in telecommunications equipment and sound recorders and
reproducers, lower deficit (by CZK 6.5 bn) of trade in electrical machinery and equipment, and higher surplus (by CZK
5.0 bn) of trade in road vehicles, which reached CZK 49.0 bn;

- higher proportion of manufactured goods classified chiefly by material in total imports and lower share in
total exports, which reflected above-the-average growth rate of imports and below-the-average dynamics of exports of
these commodities. This development affected lower active balance of external trade in manufactured goods classified
chiefly by material y-o-y, which still remained the second highest from among all commodity sections. The lower surplus
in this commodity section was particularly due to a worse deficit of trade in non-ferrous metals (by CZK 4.5 bn) and due
to a turn of the CZK 0.4 bn surplus into a CZK 2.0 bn deficit of trade in iron and steel. A higher surplus (by CZK 3.1 bn)
was recorded for metalwork;

- lower surplus of external trade in miscellaneous manufactured articles and commodities not classified
elsewhere, caused mainly by a higher increase in imports (by 3.2 percentage points) than exports. The highest surplus,
which grew by CZK 0.6 bn y-0-y, was produced in furniture and parts thereof (CZK 12.0 bn);

- imports of chemicals and related products rose faster than exports, affecting a further y-o-y increase in trade
deficit, which reached the highest value among all commodity sections (roughly half of imports was not covered by
exports). The highest deficit (CZK 18.0 bn), which rose by CZK 2.2 bn y-o0-y, remained in trade in medicaments and
pharmaceutical products, followed by plastics in primary form (CZK 8.2 bn) and plastics in non-primary forms (CZK 7.5
bn);



- the lowest growth rate of imports among all commodity sections of crude materials, inedible, and mineral
fuels and below-the-average growth of their exports, resulting in keeping external trade deficit of these commodities
virtually at the same level y-o-y. This development was also influenced by lower import prices of mineral fuels and
lubricants (-2.1% y-o0-y). The highest imbalance was recorded for petroleum, petroleum products and related materials
(CZK 26.1 bn) and for heating gas, both natural and industrially produced (CZK 17.1 bn);

- above-the-average growth of imports and below the average increase in exports of agricultural and food
crude materials and products, which led to a higher trade deficit of these commodities y-o-y. The biggest deficit was
concentrated on vegetables and fruit (CZK 7.8 bn).

Commodity structure of external trade in the 1st half of 2004

Of which:
Agricultural . Manufactured . Miscellaneous
and food Crude Chemicals goods Machinery manufactured
Total crude materials, and related classified and articles and
. inedible, and products ) transport i
materials and mineral fuels nes chiefly by equibment commodities
products T material quip n.e.s.
0to9 0+1+4 2+3 5 6 7 8+9

Imports, CZK bn 828.7 39.8 81.2 98.4 175.9 344.6 88.8
- y-0-y change, CZK bn 137.5 7.3 7.4 18.0 36.3 50.8 17.7
y-o-y change, % 19.9 22.3 10.0 22.4 26.0 17.3 249
Exports, CZK bn 818.0 26.5 45.6 48.3 185.4 417.4 94.8
- y-o-y change, CZK bn 144.6 4.3 7.5 7.9 30.3 77.7 16.9
- y-0-y change, % 21.5 19.3 19.4 19.6 19.6 22.9 21.7
Trade balance, CZK bn -10.7 -13.3 -35.6 -50.1 9.5 72.8 6.0
- y-0-y change, CZK bn 7.1 -3.0 0.1 -10.1 -6.0 26.9 -0.8
Structure of imports, % 100.0 4.8 9.8 11.9 21.2 41.6 10.7
- y-0-y change, % 0.1 -0.9 0.3 1.0 -0.9 0.4
Structure of exports, % 100.0 3.3 5.5 5.9 22.7 51.0 11.6
- y-0-y change, % 0.0 -0.2 -0.1 -0.3 0.6 0.0

The role of inward and outward processing in external trade continued weakening in the 1st half of 2004. Imports for
inward processing reached CZK 125.0 bn (-5.4% y-0-y) and their proportion in total imports dropped from 19.1% in the
1st half of 2003 to 15.1%. Exports after inward processing amounted to CZK 182.7 bn (-0.4% y-0-y) and their position
in total exports weakened from 27.3% in the 1st half of 2003 to 22.3%. Imports after outward processing and exports
for outward processing showed higher growth rates, yet their position in total external trade remains to be weak
(0.8%). Exports for outward processing growing more (+99.3% y-o0-y) than imports after outward processing (+13.4%)
turned outward processing deficit CZK 2.2 bn in the 1st half of 2003 into a surplus of CZK 0.5 bn in the 1st half of 2004.
The active balance of processing (both inward and outward) rose by nearly CZK 9.0 bn y-0-y in the 1st half of 2004
and reached CZK 58.2 bn and retained its important positive effect on the total external trade balance, for the balance of
other external trade (except processing) ended in a deficit of CZK 68.9 bn. Computers and data processing machines,
electrical machinery, and telecommunication equipment were the most important items of imports for inward processing
and exports after inward processing; together, they produced active balance of inward processing totalling CZK 28.8 bn,
as against CZK 22.1 bn in the 1st half of 2003.

External trade in commodity items classified as High Technology Products (HT) recorded below the average
increases in both imports (+13.2%) and exports (+19.2%) of these items. In the 1st half of 2004, compared to the 1st half
of 2003, the share of HT items imports in total imports dropped to 14.9% from 15.7% and the share of HT items
exports in total exports fell to 12.2% from 12.5%. The passive balance of external trade in HT items decreased by
CZK 1.8 bn y-0-y, but the deficit remained still high (CZK 22.9 bn). The most important HT items in both imports and
exports were computers and data processing machines and electronics and telecommunication equipment, which
accounted for 28.1% and 39.4%, respectively, of total HT imports, and 47.1% and 29.5%, respectively, of total HT
exports. These two HT items sizeably affected (but in the opposite direction) also external trade balance. External trade
in computers and data processing machines reached a surplus of CZK 12.6 bn, while trade in electronics and
telecommunication equipment ran a deficit of CZK 18.9 bn, all in the 1st half of 2004. Except for products of electrical
engineering (surplus CZK 1.7 bn), external trade in all the remaining HT items (in particular chemical products, scientific
devices and apparatus, and pharmaceutical products) recorded deficit (nearly CZK 19 bn in total) in the 1st half of 2004.

The favourable influence of external trade prices (terms of trade) on the trade gap strengthened, compared to the
1st half of 2003. Constant price imports and exports were 18.3% and 17.9% up y-o-y in the 1st half of 2004.



Trade balance at current and constant prices by quarter

2003 2004
2nd quarter | 3rd quarter | 4th quarter | 1st quarter | 2nd quarter 1st half
Y-o0-y imports deflator, %" 99.4 101.2 99.9 100.5 102.1 101.3
Y-o0-y exports deflator, %" 100.3 102.6 102.0 102.6 103.3 103.0
Terms of trade® 100.9 101.4 102.1 102.1 101.2 103.0
Trade balance at current prices, CZK bn -13.3 -18.3 -33.7 0.6 -11.3 -10.7
Trade balance at constant prices, CZK bn -16.6 -22.5 -41.2 -7.3 -16.0 -23.3
Price influence, CZK bn 3.3 4.2 7.5 7.9 4.7 12.6

R Computed, using import price indices and export price indices by SITC division (2-digit level).

2 Terms of trade are computed from price deflators.

According to calculations for the 1st half of 2004, import prices affected higher imports at current prices by CZK 11.2 bn
and export prices influenced higher exports at current prices by CZK 23.8 bn; the positive effect of external trade

prices on trade balance was CZK 12.6 bn.




