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By Claire Comptonstaff writer

F
oreign investors have happily profited off the Czech 
Republic’s economic growth with dividends paid abroad ris-
ing at an extraordinary rate over the past several years. At the 
same time, reinvestment of foreign profits has outpaced divi-
dent payments.That trend is reversing, some analysts say, as foreign investors 

cling to profit and foreign direct investment (FDI) moves away from 

manufacturing toward services and research and development — sec-

tors requiring lower start-up costs.Some of the bigger names whose investors are profiting from 
the record dividends include Telefónica O2, whose majority owner 

Telefónica Spain got a 16.1 billion Kč ($935 million) dividend and 

Škoda Auto, who paid 7.1 billion Kč ($413.3 million) to single share-

holder Volkswagen.Dividends paid out to foreign investors reached 32.7 billion Kč in 

2002. In 2007, they had reached 108 billion Kč and Raiffeisenbank 

analyst Aleš Michl predicts it will just top 150 billion Kč in 2009. 
While 2007’s reinvested profits outpaced dividends by more than 20 

billion Kč, Michl says they will grow at a much slower pace and will 

be overtaken in 2009 by reinvestments of 144 billion Kč. The inflow 

of FDI has grown, but slowed to a stable level in the past two years 

as nearly all of the country’s privatization has been completed. 
“It’s for the simple reason that there has been a major period of 

investment in the past five to seven years. Our FDI really started to 

take off in 2000, so it’s time to give some money back to the inves-
tors,” Michl said.Despite the reversal in the equation, the forecast is above all a posi-

tive one as FDI continues to rise, Michl said.“Investments are still rising, which is crucial good news, and it 
attests to the trustworthiness of our country in the eyes of investors,” 

he said.
The nature and not just the amount of the Czech Republic’s FDI 

is changing as well. Investments have trended from initial ventures 
to primarily reinvestments. In 2007, two-thirds of FDI was rein-
vested capital, according to the Czech National Bank. CzechInvest, 

an investment and business development agency established by the 

Industry and Trade Ministry in 1992, found 71 percent of its new 
projects in 2007 were expansions, which the agency encourages 
through follow-up services for investors.“It’s a clear indication that investors are happy with their branch-
es in the Czech Republic and happy to expand,” said CEO Alexandra 

Rudyšárová.
The target for those investments has shifted in the past decade, 

however, as FDI has moved away from being dominated by 
manufacturing. Following the 1989 revolution, the country’s industry 

needed a complete overhaul to be competitive, and FDI was the 
only means to accomplish that, Rudyšárová said, prompting the 
government to establish CzechInvest. Once investors found success 

and profits in industry, the natural progression has been to expand 
into other areas, she added. “A vast majority of these companies thrived in the Czech Republic 

and this success motivated them to expand their investments into ser-

vices and research and development. Now, the highest number of 
new investments is in those two areas,” she said. 

In 1999, 1 percent of investments mediated by CzechInvest was 
research and development or services. In the first half of 2008, invest-

ments in those areas made up two-thirds of CzechInvest’s 124 proj-
ects. 

IBM is one of the more formidable investors to illustrate the trend. 

The company announced last week that it will locate its Central 
European headquarters in Prague, part of the company’s plan to 
invest $1.6 billion in growing markets. Ahead of the services and research and development growth may 

be an upswing in domestic companies as they thrive from the experi-

ence and structure that foreign companies have brought, Rudyšárová 

said, adding that the Czech Republic has followed an economic pat-

tern similar to Ireland’s.“At first Ireland was able to lure many manufacturing projects, fol-

lowed by an influx of services and research and development. A third 

wave brought about new Irish companies that were able to learn from 

and build on the know-how brought by the foreign companies. The 

Czech Republic is somewhere in the middle of the second phase.”
Carrying over the momentum from foreign investments and 

growth into increased domestic productivity will be the key to 
the country’s continued economic health, said Organization for 
Economic Cooperation and Development Senior Economist Andreas 

Woergoetter, although that evolution has been sped up by the past 
year’s meteoric economic growth.“It’s a bit earlier than expected to see this sort of transition period 

arriving to the phase of growth that is strengthening domestic entre-

preneurship and innovation,” he said. While the sheer amount of money may slow, the newer invest-
ments in fields bring an added value in technology and research that 

will bring global renown to the Czech Republic, Rudyšárová added. 
“Compared to manufacturing plants, these projects generally 

require smaller investments, but what they produce is more valuable. 

These are the projects countries all over the world are competing 
for.”

Claire Compton can be reached at ccompton@praguepost.com

By Stephan DelBoSstaff writer
The crown’s phenomenal growth over the past sev-

eral months broke records and surpassed even the most 
ambitious predictions, but the inevitable slowdown will 
affect businesses, wages and profits in the banking sec-
tor, according to comments made by Czech National 
Bank (ČNB) Governor Zdeněk Tůma.While Tůma said the effects are far from creating any 
sort of economic crisis, banks will need to adjust accord-
ingly to the crown’s performance in the next several 
months.

“The Czech economy is past the peak of the eco-
nomic cycle and so is slowing down. This will proba-
bly affect the profits of banks. The slowdown factor will 
to lead to lower profits and this will already be seen next 
year,” he told the daily Hospodařské noviny Aug. 29.

Over the next year, the Czech Republic could face a 2 
percent decrease in gross domestic product (GDP), with 
lower business profits and employee wages as a result. 
Rather than a devastating prediction, however, analysts 
interpret the slowdown as a sign that the Czech econ-
omy is finally returning to normal after the misleading 
standard set by an unusually strong crown. “Core indicators don’t show a risk of recession. In 
the next year we will be moving back to a more natural 
growth,” said Aleš Michl, an analyst at Raiffeisenbank.

The predicted slowdown is an indirect result of the 
rapid firming of the Czech crown over the past year 
when it reached a record high in June and became one 
of the fastest-appreciating currencies in the world. While 
this has led to increased GDP and lured foreign inves-
tors looking for a safe haven currency, it has also led to 
markedly lower gross profits for Czech exporters, who 
have been the hardest hit by the crown’s performance. 

The ČNB issued a verbal intervention at the end of 
July that did little to rein in the crown, but the bank’s 
interest rate cut in the first week of August threw off the 
currency’s momentum, which is currently being trad-
ed around 24.70 Kč to the euro, down from June’s high 
of 23 Kč.

Though most banking analysts agree with Tůma’s 
prediction that the downturn will hurt businesses’ bot-
tom lines, they are less convinced of any significant hit 
to their own sector. “There is no doubt that we are past the peak of the 
economic cycle,” said David Navrátil, an economist at 
Česká spořitelna, “but the slowdown is connected with 
the economic cycle rather than a crisis, so its effects on 
the banking sector will be marginal.”   The effects on the health of the banking sector aren’t 
easily predicted; however, as they are often the last to 
become apparent after a slowing economy, Michl added.

“There is always a delay between a slowdown of the 
economy and lower banking profits.”Both the business and banking sectors will be keeping 
a close eye on the European Union’s economic health. 
The European Commission has forecasted a softer labor 
market and slower growth in 2009, and Czech analysts 
acknowledge this country’s economy will respond in 
turn.  

“The main risk for the next year is a negative outlook 
for economic growth in the EU. Besides that, there is the 
risk of a further rise in oil prices, food prices and further 
appreciation of the crown,” said Petr Král, the Czech 
National Bank’s Head of Monetary Policy and Fiscal 
Analyses.

stephan Delbos can be reached at sdelbos@praguepost.com

A11
september 10 – 16, 2008

TAX ➤ A World Bank study on tax payment and overall tax burden ranked the Czech Republic’s tax system as one of the world’s most time-consum-ing. Of 178 monitored coun-tries, the Czech Republic came in at 168. Companies were found to spend an average 930 hours each year filling in tax returns and meeting regulations.
RBS ➤ The Royal Bank of Scotland announced Sept. 4 plans to enter the Czech and Slovak markets by acquiring ABN AMRO Bank. The bank will focus on offering services for companies with annual sales higher than 1 billion Kč ($58.2 million) in both countries. The bank will not offer banking ser-vices for the general public and does not plan to build a large branch network in the Czech Republic.

MORTGAGES ➤ Severalbanks reported growing demand for mortgages in July and August following a slow-down in the first half of 2008. The head of Hypoteční banka, Jan Sadil, told Hospodářskénoviny that the bank had an 11 percent year-on-year increase after an 8 percent decline in loan volume in the first half of the year. Raiffeisenbank saw a 20 percent increase in July and August from the same peri-od last year. Analysts credited the growth to reduced mortgage rates offered by the banks dur-ing this time period.
TRADE ➤ Foreign trade posted a 7.2 billion Kč sur-plus in July, marking growth of 8.1 billion Kč year on year. The Czech Statistical Office released the numbers Sept. 4 and said the growth was pri-marily due to a surplus in trade in machinery and transport equipment.

GOVERNMENT ➤  The Finance Ministry is facing distraint proceedings and its buildings and land across the country are blocked due to an unresolved two-year restitu-tion dispute over 2.7 million Kč. The amount was to be split between two women as restitu-tion from the state, but the min-istry has not paid, according to the Prague district court. The ministry says it sent the money and is appealing the distraint. 
LAWSUIT ➤ The Czech state has been hit with a lawsuit for 80 billion Kč from Swiss firm SPB Consortium. The group alleges that their IPB bank lost that amount when it was dis-criminated against by the gov-ernment by not receiving equal amount of public support as other Czech banks. The com-plaint claims the government provided financial support only to Česka spořitelna, Komerční banka and ČSOB. The court hearing will take place Nov. 7.
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Weakening of crown signals risk to banks 

ČNB advises hedging against economy’s return to ‘normal’ growth

Foreign investors holding on to proFitsReinvestment moves away from manufacturing to R&D and services

By Michael heitMann

Staff Writer

T
he RM-System is growing up, 

whether it wants to or not.

Fifteen years have passed 

since the inception of the 

RM-System as a market for 

trading securities. During that time, 

it has positioned itself as an alter-

native to the mighty Prague Stock 

Exchange (BCPP) for small and 

medium investors looking to swap 

and sell their assets. 

Now, the RM-System is pushing 

through its adolescence to adulthood, 

poised to become a full-fledged, 

official stock market. 

This transition is less than volun-

tary: Although the Czech Securities 

Commission has authorized the RM-

System’s activities, its position as an 

off-market exchange now conflicts 

with new European Union financial 

market regulations.

“Due to a new legal framework, 

the off-exchange market has to 

become a stock exchange,” said Jiří 

Vodička, the RM-System’s strategy 

and marketing director. “The trans-

formation will be complete within 

a couple of months. The number of 

traded securities won’t decrease, but 

we’ll actually add new certificates 

and foreign shares,” he added.

The transformation comes as 

small investors become savvi-

er at using stock markets than ever 

before, Vodička said. 

“The last initial public offerings in 

the Czech Republic, like AAA Auto 

and NWR [New World Resources] 

show that shares are taking a center 

stage for small and medium inves-

tors,” he said. 
Companies like these could attract 

more attention among individu-

al investors in the future by offering 

their shares not only on the BCPP or 

in London or Warsaw, but also on 

the RM-System, Vodička said.

BCPP spokesman Jiří Kovařík 

was unimpressed by Vodička’s 

plans. 
“We don’t see the RM-System as 

major competition because the stock 

exchange accounts for 99.5 percent 

of all shares trading [in the Czech 

Republic] and the RM-System only 

for 0.5 percent,” he said.

Currently, an investor in the 

Czech Republic has three options: 

Go through a broker to the estab-

lished Prague Stock Exchange, deal 

directly on the RM-System or — far 

less common — deal privately off-

market with other investors. 

The RM-System differs from the 

BCPP by its automated, over-the-

counter system that enables traders 

to simulate market-making by plac-

ing separate buy and sell orders. 

“Investors can offer their secu-

rities for sale, or place buy orders 

for shares, certificates and bonds,” 

Vodička said. “The RM-System then 

makes sure that the buyer gets shares 

at the best possible price and takes 

care of the transfer of shares and 

money between buyer and seller.”

This contrasts with common prac-

tice on many mature stock exchang-

es such as the BCPP or the Nasdaq, 

where only qualified, official market 

makers have full access to all selling 

and buying options.

Past purpose

After establishing itself as a full 

exchange, the RM-System plans to 

target small and midsize companies. 

The exchange can deal with small-

er initial public offering volumes 

and offers lower costs than big stock 

exchanges, which cater to the institu-

tional investors like banks, insurance 

companies and funds, Vodička said.

Such optimism will face challeng-

es from critics who question whether 

the exchange has any remaining util-

ity for the country.

“From my viewpoint, the RM-

System fulfilled a historical role, 

but it is not needed anymore,” said 

Martin Kodýdek, sales director of 

the broker Patria Direct. “One orga-

nized securities market is adequate 

in a small country like the Czech 

Republic. And that market is the 

Prague Stock Exchange.”

“Public offerings on the BCPP 

have good liquidity and trading vol-

ume and that cannot always be said 

about securities traded on the RM-

System,” he added.

The origins of the RM-System are 

closely linked to the mass voucher 

privatization scheme, which formed 

the centerpiece of the government’s 

economic reform program in the 

early and mid-1990s. Led by 

President Václav Klaus, who was 

then the finance minister, state assets 

were privatized by giving Czech 

citizens vouchers that they could 

then exchange for company shares. 

It was hoped that millions would 

start trading on the RM-System to 

make money, and some 3.5 million 

have done so over the past 15 years. 

But many more were more eager to 

entrust dubious investment funds 

with their shares than to take action 

themselves.

Michael Heitmann can be reached at 

mheitmann@praguepost.com
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EURO ➤ After Slovakia joins 

the eurozone next year, no 

other country will likely adopt

the currency for four to five years, 

Zdeněk Tůma, governor of the 

Czech National Bank (ČNB), pre-

dicted at a conference in Slovenia 

June 6. The Czech Republic is 

delayed by lack of political agree-

ment, with the Civic Democrats 

advocating delayed adoption 

while the Social Democrats want 

to accelerate the process.

BOURSE ➤ The Prague Stock 

Exchange (BCPP) saw its profit 

increase more than a third last 

year, to a record 198.5 million 

Kč ($12.5 million), the BCPP 

announced June 5. The bourse 

will also pay out record divi-

dends of 620 Kč per share. The 

exchange’s shareholders are large-

ly domestic banks and brokerages, 

with Patria Finance holding the 

largest stake, at 24.85 percent.

ZENTIVA ➤ The ČNB has 

approved a takeover bid 

launched by the financial 

group PPF for the generic drug 

manufacturer Zentiva, the bank 

announced June 4. PPF, which 

holds 19.1 percent stake in 

Zentiva, announced the bid, at 

950 Kč per share, May 2. Sanofi-

Aventis of France is the largest 

stakeholder of the drug manu-

facturer, holding 24.9 percent. 

Zentiva’s board is still assessing 

PPF’s offer, the company said.

LAUNDERING ➤ The 

Czech Republic and Slovakia 

could face a suit due to their 

tardiness incorporating the 

European Union’s anti-money-

laundering directive into their 

legislation, according to a June 5 

announcement by the European 

Commission, the EU’s executive 

arm. That day, the Czech Senate 

passed the bill incorporating the 

rules. Barring a presidential veto, 

it will take effect within the next 

few months. 

www.praguepost.com

INBRIEf
News & Notes

Banking & Finance

The Prague Post

VLADIMÍR WEISS/the Prague Post

The RM-System’s Jiří Vodička says the off-exchange market’s transition will be complete within months. 

An AlTernATiveno longer
rM-System to become 

full-fledged stock exchange
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By Claire Compton

Staff Writer

D
espite the government’s 
caution and its 
dubious reputation for 
Euroskepticism, the euro 
is nevertheless making 

its way into the Czech economy 
with the help of the country’s 
export industry, which has been 
beleaguered by the growing 
strength of the crown.
     In the first quarter of 2008, 
Škoda Auto blamed a loss of 
1 billion Kč ($66.6 million) on 
the crown, which set a record at 
23.47 Kč to the euro at the end 
of June. 

For Škoda, a figurative 
growth of one crown against the 
Euro would mean a loss of 50 
million euro, according to board 
member Holger Klintscher. The 
trend will only get worse before 
it is reversed, he said, as it is 
highly unlikely that the Czech 
government will resolve the 
problem by adopting the euro in 
the near future. 

“Our company would wel-
come the transition of the Czech 
Republic to the euro, which 
would mean a considerable 
elimination of risks,” he added.

“Unfortunately, the current 
situation does not indicate this.”
The Czech government has yet 
to set a firm date for euro adop-
tion. Potential timelines dis-
cussed by politicians have drift-
ed from 2010 to 2012, and more 
recently to 2015. 

Czech National Bank 
Governor Zdeněk Tůma 
announced in June that there 
won’t be a target date for entry 
until the government first tack-
les public finance reform, and 
that only an unlikely “fast-track” 
route to the euro could mean 
entry by 2012–2013. 

The biggest hurdle is the lack 
of political consensus, Tůma 
said, and suggested Czechs 
could wait until 2019 without 
encountering major problems. 

The ruling Civic Democrats 
(ODS) have said the Czech 
Republic would adopt the euro 
when it is advantageous for the 
economy, while the Opposition 
Social Democrats (ČSSD) want 
the switch as soon as possible.

Meanwhile, exporters are 
simply adopting the euro as their 
preferred currency, using it to 
pay expenses they aren’t legally 
obligated to pay in crowns.

Škoda plans to use euros to 

pay domestic suppliers, and 
already conducts 80 percent of 
its transactions in the currency. 
The remaining 20 percent pri-
marily consist of expenses that 
by law must be in crowns, such 
as wages and taxes.

The carmaker has also strug-
gled to retain its profits through 
other cost-saving means, but the 
crown’s swell has become too 
great to offset the losses. 

“We’ve been searching for 
other cost-saving potentials like 
material or process costs, but it’s 
clear the negative impacts are 
reaching such a level that they 
cannot be fully compensated,” 
Klintscher said. 

Bad for business 
Credited for a large part of 

the Czech Republic’s growth by 
the Organisation for Economic 
Co-Operation and Development 
(OECD), export-oriented manu-
facturers like Škoda now face a 
significant roadblock.
Naturally, export manufactur-
ers will use the most beneficial 
currency — one that is used by 
their clients and providers, said 
Jan Prokš, Assistant Manager 
at the Czech and Moravian 
Electrical and Electronic 

Association.
“The most common desti-

nation for export is to the EU, 
which is at 90 percent. From 
that, more than half goes to 
Germany. They’re on the euro, 
so, of course, doing business 
in that currency is a natural 
choice,” he said. 

The crown’s growth is simply 
further impetus for that. “Every 
exporter knows that strengthen-
ing the Czech crown is not good 
for business,” Prokš said.

With their profits plummeting, 
exporters are becoming the 
loudest proponents of euro 
adoption. A poll conducted 
by the Czech Chamber of 
Commerce earlier this year 
found that three-quarters of 
Czech companies were in favor 
of adopting the euro as soon as 
possible.

The crown is appreciating 
at a rate of 17 percent per 
year against the euro, a pace 
the Czech National Bank 
admitted at a June 27 meeting 
with the Czech Association of 
Exporters is out of line with 
labor productivity growth and 
does not accurately reflect the 
economy.

Local companies’ profits 

decreased 80 billion Kč since 
last year because of the crown, 
Czech Exporters Association 
Director Jiří Grund said at the 
meeting. 

The crown has also cut into 
hotel profits from foreign tour-
ists and lowered the real value 
of EU subsidies, he added.
While the ČNB does not plan 
further meetings, Tůma assured 
the association that the crown’s 
exchange rate plays a key role 
in the ČNB’s monetary poli-
cy decisions. The bank, which 
lists maintaining price stability 
as its official goal, is responsi-
ble for monetary policy, issuing 
banknotes and managing curren-
cy circulation. It also supervis-
es the banking sector, the capital 
market and foreign exchange.

The Czech Republic, which 
became an EU member in 
2004, stands in stark contrast 
to some of its neighbors, who 
want to adopt the euro quick-
ly and enthusiastically. Slovakia, 
which joined the EU along with 
the Czech Republic, will join 
the eurozone this January, while 
Poland has announced prelimi-
nary plans to join in 2012. 

Claire Compton can be reached at
 ccompton@praguepost.com
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MUTUAL fUnDS ➤ Only a 
small minority of domestic mutual 
funds were profitable in the first 
half of 2008, many of them report-
ing losses in H1, according to the 
Czech Capital Market Association 
AKAT. The biggest losses came 
from mixed funds, funds of funds 
and equity funds with an average 
of 15 percent, while slighter losses 
came from bond funds. Money mar-
ket funds reported low yields. The 
overarching factor, according to 
analysts, is the firming of the crown.

CrOWn ➤ The crown hit a new 
record in the past week culminating 
in a breakthrough of the 23.50 
Kč threshold against the euro on 
Monday at 23.47 Kč. The mark was 
significant as well in that there was 
no relevant domestic news pushing 
the crown. On Monday the crown 
initially paused as it neared 23.50 
Kč, due to what some analysts said 
was a psychological response. 

inTeL CAPiTAL ➤ World 
investment fund Intel Capital is 
planning further investments in 
the Czech Republic after gaining a 
minority stake in Internet Mall, the 
largest Czech group of e-shops. A 
spokesperson told the Hospodařské 
noviny daily an “interesting invest-
ment” would be announced this year 
and that Central and Eastern Europe 
was the right place to invest right 
now. He added that of the 300 to 500 
opportunities in the region considered 
each year, the majority of them are in 
the Czech Republic.

bAnKS ➤ Czech banks issued 
8.74 million payment cards in 
the first three months of 2008, 
growing over 650,000 from last 
year, according to the Association 
for Banking Cards. Credit cards 
in particular grew 288,000 to 1.24 
million. By the end of 2009, the 
number of credit cards is expected 
to reach 5 million. Banks are 
beginning to offer new services to 
entice customers in order to boost 
credit card sales. 
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By BiBiána Duhárová
Staff Writer

T
he fallout on the Czech mar-ket from the U.S. and now the European financial crisis, has so far been difficult to gauge, but one clear indicator of trouble on the Prague Stock Exchange has been the star-tlingly poor performance of mutual funds in the past year.

After one of the largest stock price plunges in the history of Wall Street, the Prague Stock Exchange dropped 5.4 per-cent at the beginning of last week. Equity values on world markets fell closely on the heels of Dow Jones in the United States, and investors and active traders on finan-cial markets posted hefty losses.The U.S. government’s $700 billion bail-out plan has been passed, but recent events unfolding in Europe indicate it won’t be enough to correct the world economy’s recent woes. Investors on Prague’s stock market will stand to lose even more as the U.S. crisis has become a European one as well.
But mutual funds have been on a down-ward spiral since January of this year, and equity funds have lost 30 percent on aver-age in 2008. While these investments aren’t subject to the complete devastation shareholders have been victim to from fall-en investment banks, there’s little hope of a turnaround any time soon.Among the funds that have been most successful this year were bond funds Pioneer obligační, which showed a yield of 4.32 percent, followed by KB Bond with a 4.22 percent yield. But slight gains of select funds were overshadowed by the bigger losses this year. Among the worst performers was KB Real Estate Companies, which weathered losses of 50 percent in line with figures in the United States. Real estate funds are the least popular among 

Czech investors. Still, the drop in yields since the U.S. subprime mortgage crisis has had a great impact on real estate devel-opment in the Czech Republic. ČSOB’s Equity Fund–Central and Eastern Europe also experienced dramatic losses, dropping more than 45 percent.
The Czech Republic’s banking system may be safe for the time being, but world markets are closely connected and yields from funds and their value are bench-marked and measured according to Dow Jones. Several Czech mutual funds have appreciated investors’ assets this year, but only by single percentage points.

Nowhere to run
“With the fall of world financial mar-kets, we also note drops in funds. They are, however, not subject to bankrupt-cy due to their complex governance,” said Martin Hanzlík, executive direc-tor of Czech Capital Market Association (AKAT). “Once the fund manager reports a major difference between fund yields and the Dow Jones index, only then does the fund investor have good reason to either leave the fund or invest in anoth-er fund. Currently, however, it would be a rash move since this is not just a local but a global problem, and investors have nowhere to run for profit. Everybody is caught in the same trap,” he added.Private investors and institutions in the Czech Republic hold more than 296 billion Kč ($16.6 billion) in domestic and foreign mutual funds. According to AKAT, the overall investment volume of the 13 active members of AKAT reached 721.06 bil-lion Kč in the second quarter of 2008, and overall mutual funds lost 255 million Kč, or 0.09 percent from 296.44 billion Kč in March to 296.19 billion Kč as of June.The value of assets in foreign funds in the same period grew 1.89 billion Kč, a 1 percent increase, but domestic Czech funds 

lost 2.15 billion Kč, falling 1.35 percent. A decrease in assets was most notable in bond funds, followed by mixed funds. Money market funds, funds of funds, equity funds, secured funds and real estate funds post-ed only small increases. The most popular investment in the Czech Republic is money market funds, which currently boast the largest asset volume in the Czech Republic. According to Lukáš Buřík, AWD financial analyst, money market funds are current-ly investors’ only security and usually gain popularity in times of crisis and in falls on the share market.

Patience needed
While equity funds increased their assets, their performance was hit by the type of foreign investment they typically include. Marek Hatlapatka from Cyrrus capital mar-kets consultants said the trend is hardly surprising and investors can be assured of an inevitable turnaround.“The current development of equity funds is logical since they are one of those in which investors put the most money globally. Share markets will, however, rise again since all downfalls are followed by growth. It will take a longer time, but they will start reaching the top. Equity funds are long-term, and there is no reason to take out money, so it’s best for fund investors to wait,” he said.

Hanzlík added that not only should investors ride out recent events, but they should consider further investments when the time is right to buy.“Now is actually a good time for invest-ments into funds, because shares will go up, as this is the natural development of things. Selling at this time will only further confuse the situation on financial markets,” said Hanzlík.

Bibiána Duhárová can be reached at bduharova@praguepost.com

UNHAPPY RETURNSMutual funds have taken
a hit in a clear indication
of a worsening econoMy
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By Stephan DelBoS

Staff Writer

T
he Czech National Bank 

(ČNB) announced an inter-

est rate cut of 75 basis points 

to 2.75 percent Nov. 6 to com-

pensate for the lower forecast-

ed 2009 GDP growth of 2.9 percent.

Spokesmen for the ČNB had 

previously announced that the bank 

was considering a cut but gave 

no suggestion of such a dramatic 

intervention. The crown lost almost 

25 hellers against the euro shortly 

after the announcement. Analysts 

who had largely predicted a 25-point 

cut applauded the ČNB’s decision 

but cautioned that other measures 

may be needed to keep the eurozone-

dependent economy afloat in the 

midst of a European recession.

“What the ČNB has done is com-

pensate for the negative effects of the 

environment, but other steps from the 

U.S. and Europe must now happen 

to calm down investors,” said David 

Navrátil, head economist at Česká 

spořitelna. “We also expect the ČNB 

will cut rates again in December.”

The extent of the ČNB’s cut far 

exceeds the expectations of analysts, 

who predicted a maximum cut of 50 

basis points. But many say dramatic 

intervention was needed to boost 

growth and weaken the Czech crown, 

which has wreaked havoc with Czech 

exporters over the past six months.

“Of course, [the cut] was dramatic. 

It’s a very big cut, but it reflects 

the current situation,” said Martin 

Hatlapatka, analyst at Cyrus.

Analysts say that such an interest 

rate intervention is the ČNB’s most 

efficient tool to weaken the strong 

crown and bring relief to the export 

industry, which has lost an estimated 

80 billion Kč year on year, and sup-

plies 80 percent of the Czech GDP. 

The ČNB last made a cut in August, 

a more modest one of 25 points.

“The Czech crown could weaken 

a bit immediately,” said Vladimír 

Pikora, chief economist at Next 

Finance. “This opens the stage for the 

crown to weaken to a base of 25.50, 

which is a reasonable value.”

Most hope a cut in interest rates 

will also boost public confidence and 

promote trust on the interbank lend-

ing market, which has been stalled 

recently in reaction to the European 

Commission’s predictions of reces-

sion throughout the European Union.

“We can already see some positive 

effects on the interbank market and 

for clients in the Czech Republic. 

This is the first step toward dealing 

with lowered expectations of GDP 

growth,” said Hatlapatka.

But some analysts are more 

conservative, saying that the final 

effects of the ČNB’s intervention and 

the immediate future of the Czech 

economy depend on how the market 

reacts over the next two weeks to 

the interest rate cut. Ultimately, there 

remains a difference between the 

suggested ČNB interest rate and the 

actual market interest rate. While 

the ČNB’s suggestion usually has 

an immediate and powerful effect 

on the market rate, recent economic 

instability has shaken the credibility 

of all financial institutions and 

lessened their powers of intervention.

All in the same boat

“The ČNB cut interest rates two 

months ago, but the Pribor rate went 

up, so the situation now is completely 

different,” said Aleš Michl, analyst at 

Raiffeisenbank. “We need first mar-

ket trust, then stability will come.”

The problems caused by a strong 

crown have lessened recently as 

the currency has fallen against 

both the dollar and the euro, and 

that trend was compounded by the 

ČNB’s intervention, but analysts 

are anxiously watching a eurozone 

economy that is expected to fall into 

a recession over the next year. Many 

say that the immediate future of the 

Czech economy depends mostly on 

what happens in Western Europe.

“The Czech economy will be 

[greatly] influenced by the European 

economy. At the first signs of recov-

ery there, the Czech economy will 

grow more quickly,” said Hatlapatka. 

“We’ll see a quick slowdown, but we 

could also see a quick recovery.”

The ČNB’s latest forecast of 2.9 

percent GDP growth is significantly 

lower than its previous prediction of 

3.6 percent. The new estimate shows 

a significant slowdown, caused, in 

part, by the European recession and 

its effects on the Czech export indus-

try. But the general economic fore-

cast from analysts, the ČNB and the 

Finance Ministry remains positive, as 

they all spin the slowdown as a return 

to normal growth.

“We are all in the same boat, either 

all right or all wrong,” said Michl. “If 

there’s [a] recession in Europe and 

we have almost 3 percent growth, 

that’s very good.”

Despite the Czech Republic’s reli-

ance on the export industry, Czech 

and European analysts predict slow-

er but steady growth for the country 

in 2009. The key to the Czech econ-

omy’s buffer is the strength and reli-

ability of its work force, which has 

remained a lure for foreign investors 

interested in setting up business in 

the Czech Republic despite relatively 

high startup costs, Navrátil said.

“Investors say Czech workers 

are very productive,” he said. “This 

might be a reason why foreign inves-

tors still like the Czech Republic.”

Stephan Delbos can be reached at 

sdelbos@praguepost.com

A11
November 12 – 18, 2008

PRAGUE BOURSE ➤  

The Vienna Stock Exchange 

bought a controlling 

stake in the Prague Stock 

Exchange Nov. 7 and will 

increase its share from 38 

percent to 92.4 percent, the 

Vienna exchange said in a 

statement. The acquisition is 

the Vienna bourse’s third in 

Central and Eastern Europe 

since June as it tries to 

expand its holdings across 

the region. It currently 

has majority stakes in the 

Budapest and Ljubljana 

exchanges. The Prague 

bourse has 29 companies 

with a total market value 

of 40 billion euros ($51.6 

billion/990 billion Kč).

EU ➤ Prime Minister 

Mirek Topolánek is against 

EU banking supervision, he 

told journalists Nov. 7 after 

an EU summit meeting to 

deal with the financial crisis. 

Several member countries 

have proposed creating a 

single European regulator 

of financial institutions to 

prevent further problems on 

financial markets. The EU 

decided at its last summit 

meeting that national 

regulators should have 

greater cooperation in the 

future.

INFLATION ➤ Year-

on-year inflation in 

October was 6 percent, 0.4 

percentage points lower 

than forecasted by the Czech 

National Bank (ČNB). The 

difference was attributed 

to food and fuel prices, a 

ČNB spokesperson told the 

Czech News Agency Nov. 

10. The price levels remained 

the same since the previous 

month, as rising prices of 

tobacco products, natural gas, 

heat and water were offset by 

price dips in fuel, cars and 

certain foods.

DEBTS ➤ The state wants 

to cancel a majority of the 

remaining Russian debt to 

the Czech Republic, which 

comes from the socialist 

era, the daily Mladá fronta 

Dnes reported Nov. 7. Only 

one-third of the owed 1 

billion Kč would become 

state budget revenues, an 

amount payable within six 

years. Czechoslovakia had 

invested in gas pipelines 

and refineries in the Soviet 

Union, to be repaid in oil and 

gas, but the disintegration 

of the USSR made this 

impossible.
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If longevity is a measure of success, the 2008 Prague Post Election Party had at least as good a night as the Obama campaign did Nov. 4. Zlatá hvězda 

was packed out to capacity, and a crowd stood waiting for the first sign of an open seat. In the wee hours after midnight, a thinned-out and slightly 

bleary-eyed but enthusiastic crowd waited for the first states to be officially called and the last polls to close. The announcement of each state that went 

to Barack Obama was met with cheers, and the Post-sponsored presidential poll of the night explained it all, with Obama beating John McCain 154 to 15. 

The next work day was probably a slow one -- as it was around our offices --  for those who stayed up for the results, but it was all in the good name of a 

historic event. Thanks to everybody who came, and, to those who didn't, you'll have the chance again in 2012.

Sincerely, The Prague Post 

The Prague Post Election Party 2008

DeepCuTs
Czech National Bank drops a dramatic 75 points 

from interest rate — with more cuts expected

ČTK

ČNB Governor Zdeněk Tůma received praise for his bank’s intervention to boost economic growth.

INTEREST RATE SLIDE

➤ Percentages that had been 

steadily rising are now falling.
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By Viktor Velek

Staff Writer

T
he recently announced 

candidacy of Zdeněk 

Tůma, governor of 

the Czech National 

Bank (ČNB), to helm a 

prestigious European bank focused 

on assisting post-communist countries 

seems to have ended almost as soon 

as it began. 

At a meeting March 4, the 

European Union’s finance ministers 

voiced their support for Thomas 

Mirow, a German deputy finance 

minister, to head the European Bank 

for Reconstruction and Development 

(EBRD). 

Backed by a larger number 

of West European countries, the 

announcement effectively ended the 

Czech government’s hopes of placing 

Tůma in charge of the EBRD, though 

the country has vowed to continue 

fighting for the nomination.

Prime Minister Mirek Topolánek 

announced Tůma’s candidacy Feb. 25 

and, two days later, while visiting the 

White House, he allegedly won sup-

port for Tůma from the United States.

Along with the Czech Republic, 

both Hungary and Greece have pro-

posed nominees to head the EBRD, 

though no candidate has so far made 

a dent against Western Europe’s tra-

ditional control of the bank.

“The finance ministers agreed the 

[European Union] will nominate a 

single candidate and Mirow has a 

large backing,” said Finance Ministry 

spokesman Ondřej Jakob. According 

to Jakob, Mirow was actually decided 

as the EU’s candidate a day before 

the March 4 meeting, at a session of 

euro-zone finance ministers.

While the odds may be long, the 

government will bring the issue of 

Tůma’s candidacy forward at an 

informal meeting of EU finance 

officials in April, Jakob said.

“Tůma is an ideal candidate,” he 

said. “He is a renowned expert and he 

worked for the [EBRD] in the past.”

A Czech candidate is particularly 

qualified to lead the EBRD, the 

government emphasizes, because 

the Czech Republic is the first and, 

to date, the only post-communist 

country to graduate from the 

bank’s sponsorship. At the end of 

2007, the country ceased to use the 

bank’s services, instead becoming a 

contributing shareholder.

Between 1992 and 2006, the 

EBRD helped finance projects 

worth 4.7 billion euros in the Czech 

Republic. Like elsewhere, the 

London-based bank’s investments 

largely supported private enterprise 

here. 
Although Topolánek said Tůma 

gained support of “a number of 

European Union countries,” only 

Slovakia backed the Czech banker at 

the EU ministerial meeting, according 

to the Czech News Agency.

The EBRD is owned by 61 coun-

tries, the European Community and 

the European Investment Bank. EU 

countries exercise a dominant influ-

ence on the bank, meaning the U.S. 

support of Tůma is not enough to out-

vote large European shareholders like 

Germany and France.

Moreover, the EU will only 

nominate one candidate for the 

bank, ruling out the possibility of an 

independent nomination by the Czech 

government.

A final decision on a new EBRD 

chief will be made at the bank’s 

annual meeting this May in Kyiv. 

The outgoing president, Jean 

Lemierre, will step down from his 

office in July, after serving two four-

year terms.

Apolitical pundit      

Tůma, 47, joined the ČNB as vice 

governor in 1999, coming from the 

EBRD, where he was an executive 

director. In late 2000, he was put 

in charge of the central bank by 

then President Václav Havel. The 

appointment was greeted with an 

outcry both from Miloš Zeman, prime 

minister at the time, and Václav 

Klaus, then the senior opposition 

leader and the current president.

Though he initially resisted Tůma’s 

appointment, Klaus tapped Tůma to 

serve a second term in 2005, praising 

his centrist economic outlook.

Tůma has the image of a calm, 

moderate and politically cautious 

man, analysts say.

“He has assiduously avoided 

making political statements and 

has stuck to analytical economic 

issues,” said ČSOB analyst Tomáš 

Sedláček. During his entire tenure at 

the bank, Tůma has received virtually 

no criticism from the economic 

community, Sedláček added.

Tůma has a moderate stance 

toward euro adoption, while Klaus 

and the senior ruling Civic Democrats 

prefer a delayed adoption of the sin-

gle currency. In a January interview 

for the daily Hospodářské noviny,

Tůma said he could imagine the 

country adopting the euro either as 

early as 2010 or as late as 2019.

“He tries to be neutral, pointing 

both to positive and negative effects 

of euro adoption,” Sedláček said. 

Should Tůma’s nomination to the 

EBRD by some chance succeed, it 

is likely that Klaus would appoint an 

advocate of late euro adoption to suc-

ceed Tůma, Sedláček said.

Viktor Velek can be reached at 

velek@praguepost.com

By Michael heitMann

Staff Writer

Czech Television (ČT) is master-

ing the art of reporting on the bulls 

and bears of the stock market. 

The public station has begun 

broadcasting a show based at the 

Prague Stock Exchange (BCPP) three 

times daily. But viewers won’t see 

the show’s correspondents standing 

in front of wildly gesticulating traders 

in the pits — the Prague bourse is 

entirely electronic, with its traders 

reclining in front of computer screens.

Nonetheless, ČT hopes its show, 

Studio Burza, will give it an edge in 

reporting. “We can get a first-hand 

account,” said Lenka Dolanská, who 

takes turns moderating the live broad-

cast with her colleague Petr Novotný. 

The duo recounts the bourse’s ups 

and downs in the morning at 8:45 and 

9:35, and a wrap-up at 16:45 p.m. 

The morning session, part of ČT1’s 

breakfast show Dobré ráno, is timed 

to coincide with the BCPP’s opening, 

while the last show, on ČT24, cov-

ers the day’s business news after the 

close of trading.

In an unusual move for the 

industry, the show’s moderators have 

eschewed the use of teleprompters, 

which heightens the show’s sense of 

immediacy.

“The investor community in the 

Czech Republic is constantly expand-

ing and quality information is the 

most valued commodity to investors,” 

said Petr Koblic, the BCPP’s gener-

al director. ČT’s professionalism and 

respectability guarantee high-quality 

programming, he added.

Memories of the tech crash of 

2000, in which many small investors 

in the United States lost money, 

have led broadcasters worldwide 

to dampen the “stock market 

enthusiasm” that some of their 

economic reporting displayed during 

the bubble. Dolanská will refrain 

from giving any buying advice, even 

if upcoming developments seem 

clear-cut, she said. 

Still in the works is a fiber-optic 

network that will connect the stock 

exchange studio with cameras in 

the offices of market makers around 

Prague. 
The bourse employs a system of 

several competing market makers, 

such as the brokerages Patria Finance 

and Atlantik, which buy and sell 

stocks at their displayed offer price. 

ČT is negotiating with the traders but 

expects that analysts from the major 

banks and brokers will make regular 

appearances on Studio Burza. 

Dolanská hopes that these live 

interviews will make the market 

maker system more transparent to the 

average viewer, which the bourse is 

trying to attract as investors.

Currently, there are only about 

40,000 small traders in the Czech 

Republic, compared with 650,000 

in neighboring Austria, according 

to the BCPP. But the bourse’s small 

numbers belie their sophistication: 

Small investors can be bold and 

aggressive at times, said BCPP 

spokesman Jiří Kovařík.

Michael Heitmann can be reached at 

mheitmann@praguepost.com

Tůma’s run for EBRD 

presidency hits the skids

VLADIMÍR WEISS/the Prague Post

Petr Novotný refrains from using a teleprompter in his broadcasts.

ISIFA

The Czech National Bank’s Zdeněk Tůma remains a dark horse candidate to lead the european Bank for reconstruction and Development.

ČT launches bourse broadcasting

Show looks to lure 

investors to BCPP

Keeper
crownof the
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