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ABSTRAKT

Bakalarskd prace se zaméfuje na analyzu vlivu makroekonomického prostiedi na
manazerské rozhodovani v praxi. Prace je rozdélena na teoretickou a praktickou cast. V
teoretické ¢asti jsou na zaklad¢ literarni reSerSe vysvétleny zdkladni pojmy spojené s
makroekonomii, hospodaiskymi cykly a managementem. Praktickd ¢éast je zamétfena na
provedeni analyzy vyvoje vybranych makroekonomickych ukazatelti a indexu nékupnich
manazerd, ktery byl vybréan jako zastupce manazerského rozhodovani v praxi. Tato analyza
je provedena pro Ceskou republiku, Némecko a Japonsko. Pro stanoveni, zdali ma
makroekonomické prosttedi vliv na manazerské rozhodovani v praxi je rovnéz v praktické
¢asti provedeno spolecné srovnani vyvoje téchto indikatort spolu s vyvojem PMI. Na
zaklad¢ vysledkl srovnani jsou navrzena doporuceni pro manazery, které maji za cil pomoci

manazerim k vybéru vhodnych strategii.

Kli¢ova slova: makroekonomické prostredi, hospodaisky cyklus, Index ndkupnich

manazerd, manazerské rozhodovani, Ceska republika, Némecko, Japonsko

ABSTRACT

The bachelor’s thesis analyses the influence of the macroeconomic environment on
managerial decision-making in practice. The thesis is divided into the theoretical and
practical part. The theoretical part describes fundamental terms which are connected with
macroeconomics, business cycles, and management based on literature research. The
practical part of the bachelor’s thesis focuses on realisation of the real situation analysis of
the development of selected macroeconomic indicators and purchasing managers’ index,
which was selected as a representative of managerial decision-making in practice. This
analysis is performed for the Czech Republic, Germany, and Japan. In order to determine
whether the macroeconomic environment has an impact on managerial decision-making in
practice, a joint comparison of the development of macroeconomic indicators together with

the development of PMI is performed in the practical part.

Keywords: macroeconomic environment, business cycle, Purchasing Managers Index,

managerial decision-making, Czech Republic, Germany, Japan
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INTRODUCTION

Management and related managerial strategies and decisions are a widely discussed topic in
today’s corporate world. Managerial decision-making can affect the functioning not only of
a certain group of employees or departments but also of the entire company. Therefore, great
attention must be paid to the factors influencing these decision-making processes. With the
growing globalisation of world economies, this need for increased attention is more
important than ever because even a small alternation can have significant consequences. In
practice, a number of factors influencing managerial decision-making exist. This bachelor
thesis will determine whether or not the macroeconomic environment is one factor
influencing managerial decision-making in practice. For this purpose, the thesis is divided
into two parts — theoretical and practical. In the theoretical part, the macroeconomic
environment and macroeconomic indicators are defined, as are the business cycle and its
individual phases. Furthermore, the index of purchasing managers is presented. At the
conclusion of the theoretical part, definitions related to management, key sectors of the
economy and recommended management strategies are presented. In the practical part of
this bachelor thesis, an analysis of the development of the purchasing managers’ index (PMI)
is performed, followed by an analysis of the development of selected macroeconomic
indicators. In order to ensure the accuracy of the results and find the most suitable
recommendations, the analyses are performed on the basis of data obtained not only from
the Czech Republic but also from Germany and Japan. In order to determine whether the
macroeconomic environment has an influence on managerial decision-making in practice, a
joint comparison of the development of PMI and selected macroeconomic indicators against
the background of business cycles of the given economy was performed. Ultimately, the
thesis concludes which of the examined macroeconomic indicators has an impact on

managerial decision-making, and based on this, proposals for managers are recommended.
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I. THEORY
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1 DEFINITION OF THE MACROECONOMIC ENVIRONMENT

Among the two most basic concepts that a person operating in economics will encounter are
microeconomics and macroeconomics. The majority of people disinterested in economics
consider these concepts to be similar, if not the same. However, they cannot be further from
the truth. A theory of these two concepts was presented in Levi’s book The Macroeconomic
Environment of Business: Core Concepts and Curious Connections, “Microeconomics is
concerned with the prices and outputs of individual products and the prices of the inputs,
often called factors of production, used to make these products.” In his work, it is further
stated, “Macroeconomics is concerned with the condition of the economy taken as a whole.
In particular, macroeconomics is concerned with the price level and output of the entire
economy, and with the total income of all the factors of production in the economy” (Levi
2014, chap.1). Another explanation of the concept of macroeconomics was presented by
Kindleberger and Aliber. As they state, “Macroeconomics focuses on the explanations for
the cyclical variations in the rates of growth of GDP around the long-run trend rates of
growth and why these trend rates are higher in some countries than in others” (Kindleberger
and Aliber 2015, 38).

Although Kindleberger and Aliber in their definition focus only on one of the areas that
make up the overall macroeconomic environment, their definition gives an understanding of
what troubles many economists. Furthermore, both definitions agree on a consensus that
unlike microeconomics, which studies the behaviour of individual economic entities,

macroeconomics deals with the national economy as a whole.

1.1 Methods of Measuring Economic Performance
Among the first pioneers who attempted to measure the performance of the national
economy can be considered Sir William Petty and Gregory King. This part of history is also
described by Levi, “Sir William Petty and Gregory King in Britain were formulating rules
on the recording of national economic performance in national income and product accounts.
The principal purpose of the national accounts was to keep score on how well a nation was
doing in providing for the economic well-being of its citizens” (Levi 2014, chap. 2). Since
then, of course, a number of methods for measuring economic performance have changed.
Today, economists use the value of national GDP for this measurement. Economists use
three approaches to calculate GDP.

The first one is the expenditure approach to measuring GDP. According to Callen, “The

expenditure approach adds up the value of purchases made by final users—for example, the
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consumption of food, televisions, and medical services by households; the investments in
machinery by companies; and the purchases of goods and services by the government and
foreigners” (Callen 2020). The second approach used in the calculation of GDP is the income
approach. As Lee and McCrae state, “The income approach, GDP, sums all income
generated by production activity, also known as factor incomes. In other words, GVA is
equal to the sum of employment income (compensation of employees), self-employment
income (mixed-income) and profits (gross operating surplus)” (Lee and McCrae 2014, 13).
The third and final method used by economists in calculating GDP is the production
approach. In the words of Viet, “The production approach, which is also called the output
approach, measures GDP as the difference between the value of output less the value of
goods and services used in producing these outputs during an accounting period” (Viet 2009,
4).

From these definitions of different methods of calculating GDP, it can be seen that its
determination is not easy. Nevertheless, the same result should be obtained using all three
methods. In general, the most reliable method for measuring GDP is considered to be the

production method, especially for its quarterly data.

1.2 Macroeconomic Indicators Influencing Economic Performance

Based on the above-mentioned Levi’s definition of macroeconomics and also on Pavelka’s
choice of indicators, it can be said that macroeconomic indicators are used to get an idea of
the state of the economy of a given state. States are therefore trying to achieve optimal values
for these indicators. Pavelka ranks GDP, inflation, unemployment, but also trade balance
among these indicators (Pavelka 2007, 8). However, for the aim of this thesis, I will further
provide the list of indicators such as GNP, GDP, unemployment, inflation, investments and

last but not least international trade.

1.2.1 GNP, GDP, Real and Nominal Product

Based on Battu’s definition, it can be said that GNP is an economic indicator that gives its
users an idea of the value of goods and services made during a given period by the entities
of a given state. Unlike GDP, GNP considers the value of services and goods produced by
state entities, regardless of their place of residence or business production. GNP’s value
considers the value of goods and services from which the costs of their production have been
deducted (Battu 2016, 241). As already mentioned, GDP differs from GNP in that it does

not include goods and services produced by the entities in a foreign territory into its final
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value. Therefore, the absolute value of GDP consists of all economic output generated by
the domestic entities within the territory of the given state (Coyle 2014, 24).

Other terms associated with GDP are real and nominal GDP. As stated by Mankiw,
nominal GDP is the value of goods and services measured at current prices (unadjusted for
inflation); hence, it can increase due to a rise in prices or a rise in quantities. On the contrary,
real GDP represents the value of goods and services measured by a constant set of prices

(Mankiw 2019, 68-69).

1.2.2 Unemployment

According to Levi, the definition of unemployment is not as easy as it might seem. People
know that unemployment is a percentage of the workforce without employment, but what
they do not know is who is included in this workforce and who exactly is considered an
unemployed person (Levi 2014, chap. 5). The final answer to what can be imagined under
the concept of unemployment may be the words of Pettinger. He defines unemployment as
a situation where people of the eligible age cannot find a job, although they are trying to be
full-time employed. This definition in practice is even more complicated. For example, a
mother in maternity care or a student cannot be considered unemployed. Although they have
both reached the age at which they can work, these individuals are not actively seeking

employment; therefore, their classification as unemployed is not possible (Pettinger 2019).

1.2.3 Inflation

Another macroeconomic indicator that has an impact on economic performance is inflation.
According to Mankiw, inflation is the percentage change in prices of services and goods in
a given time period. The level of inflation depends on the period and country in which
inflation is assessed. At present, the rapid growth of inflation can be observed in Zimbabwe
and Venezuela (Mankiw 2019, 149). However, inflation also rose rapidly even in the last
century. According to Siebert, a good example of such a trend was the rise in prices in the
Weimar Republic. This rapid rise in prices even led to hyperinflation in this country in 1923
(Siebert 2014, 24).

As stated by Levi, economists measure the rate of inflation based on the rate of growth
or decline of the price index. The price index measures the prices of different products in
several consecutive periods. A number of price indices are then used in practice, including
the Consumer Price Index (CPI) and the Implicit GDP Deflator (Levi 2014, chap. 4). In
connection with inflation, the term deflation can sometimes be encountered. Based on the

definition stated by the European Parliament, deflation can be characterised as a negative
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development of inflation during which prices of goods and services fall (European

Parliament 2015, 2).

1.2.4 Investments

As claimed by Hassett, investments can be considered as the most important variable in the
economy. Contrary to popular belief, investing in the world of the economy does not
necessarily represent the purchase of stocks or other securities, but it can also represent the
production of goods that will be used later by individuals, companies, or, for example,
governments for the future production of other goods (Hassett 2019).

Hasset further provides an example, “in a more modern society, we allocate our
productive capacity to producing pure consumer goods such as hamburgers and hot dogs,
and investment goods such as semiconductor foundries. If we create one-dollar worth of
hamburgers today, then our gross national product is higher by one dollar. If we create one-
dollar worth of semiconductor foundry today, gross national product is higher by one dollar,
but it will also be higher next year because the foundry will still produce computer chips
long after the hamburger has disappeared. This is how investment leads to economic

growth.” (Hassett 2019).

1.2.5 International Trade

Another macroeconomic indicator influencing economic performance is international trade.
The most interesting definition of international trade and its advantages for economies was
proposed by Love and Lattimore. They state that international trade is an activity that has an
impact on employment, consumption, and in addition, international trade helps undeveloped
countries to fight poverty. On the other hand, trade is influenced by a number of trends such
as the availability of natural resources, technology, but also fashion (Love and Lattimore
2010, 8). This theory is further supported by the work of Samuelson and Nordhaus. In their
book, Economics, they state that the main driving forces of international trade are the
diversity of production conditions that prevail in different countries, the differences in tastes
among nations, and decreasing costs of large-scale production (Samuelson and Nordhaus
2010, 341). However, as a comprehensive definition of international trade, can be considered
the definition provided by Danjuma, Aboki and Audu. They state that international trade is
an exchange of goods and services that involves the transfer of capital goods from one
country to another. For most countries, this type of trade is significant activity within their
national economies because its share contributes significantly to the country’s GDP. Without

international trade, some countries would not be able to produce certain goods and services,
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as they would be dependent on a limited number of services and goods that their economies
could produce. The fundamental difference between international and domestic trade is that
international trade incurs a number of higher costs than domestic trade (Economics Concept

2012, paraphrased in Danjuma, Aboki, and Audu 2014, 26).

1.3 Development of Economic Performance over Time

All the indicators mentioned in Chapter 1.2 have a direct or indirect effect on the
performance of the economy. In this part of the bachelor thesis, I will describe two methods
(theories) that use these indicators and give the reader a reflection of how economic

performance has developed over time.

1.3.1 Business Cycle Theory

According to Czesany, the main essence of business cycle theory is to explain the causes
and nature of fluctuations. On one hand, the business cycle theory explains the so-called
endogenous mechanisms that cause the transition between the individual phases of the cycle.
On the other hand, theory explains the procedures and mechanisms used to reduce the length
and the depth of the downward phase of economic activity. A large number of business cycle
theories exist. These theories can be organised from several perspectives. The first
perspective divides theories on the basis of whether the forces leading to a change in
economic performance were of internal or external origin. The first group in this division
consists of theories based on the claim that fluctuations in economic performance have their
background in economic equilibrium and are caused by impulses acting outside the
economic system, such as wars, political crises, and others. The second group consists of
theories based on mechanisms that operate within the economic system and are therefore
able to create business cycles without external influence. Within these theories, excessive
investment, technology, or insufficient consumption can be considered as the triggers of
cyclicality. The second perspective of the division of business cycle theories divides theories
into monetary ones; those are the theories in which money is considered a key factor
influencing changes in economic performance. And theories in which the real factors are
considered responsible for the cyclical nature. The final approach is the chronological

arrangement of all known business cycle theories (Czesany 2006, 7).

1.3.2 Purchasing Managers’ Index
The second widely used indicator showing the development of economic performance over

time is the purchasing managers’ index. According to Joseph, Larrain and Turner,
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“purchasing managers’ index (PMI) is a monthly seasonally adjusted weighted composite
diffusion index of five indicators of economic activities in the manufacturing sector. The
five indicators are weighted as follows: 30% for new orders, 25% for production, 20% for
employment, 15% for supplier deliveries, and 10% for inventories (Joseph, Larrain and
Turner 2011, 213).”

Due to its subjectiveness, the PMI index is dependent on data derived from the reports
of purchasing managers of manufacturing firms. The main advantages of this index are
timeliness and reliability, but also the fact that the index can be considered as a predictor of
changes in industrial production, real gross domestic product, real inventories, real sales,
sales/inventory ratio, federal funds rate, foreign exchange returns and in monetary policy.
On the other contrary, this index also has its disadvantages, which can be considered its
subjective nature and the unaccounted economic impact of surveyed firms in survey
responses (Berge and Jorda 2011, Neely and Day 2010, Ozyldirim et al. 2011, paraphrased
in Joseph, Larrain and Turner 2011, 214).
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2 BUSINESS CYCLE AND ITS INDIVIDUAL PHASES

In this chapter, a basic definition of the business cycle based on the definition of various
authors will be provided. This definition will be supplemented by a definition of the
individual phases of the economic cycle. This whole chapter will be further complemented
by a description of monetary and fiscal policies by which governments and responsible
institutions can influence the development of economic cycles. For the definition of the
business cycles, I will use the definition of Levi. Unlike other definitions, this definition
gives the reader a relatively clear picture of what can be imagined under the term business
cycle. For the description of the individual phases of the business cycle, Czesany’s definition
will be used. Czesany, unlike many other authors, also describes the inconvenience

accompanying these phases.

2.1 Definition of the Business Cycle and its Phases

As Mankiw states in his book Macroeconomics, the unpredictable ever-recurring short-run
fluctuations in economies are a problem for many economists and policymakers. These
fluctuations associated with output and employment are referred to as business cycles
(Mankiw 2019, 327). The overall issue of the business cycle is also discussed by Ladiray
and Soares in their work, Cycles in the Euro-zone. They state that the exact definition of a
business cycle is quite complex as the business cycle analysts address several challenges.
The first is a series of economic indicators that show the state of the economy. The second
1s the wide variety of statistical approaches that can be used to derive the business cycle from
these economic indicators (Ladiray and Soares 2003, 1).

However, for the basic answer to what the business cycles are could be considered the
already mentioned Mankiw’s definition, which is further elaborated by Levi. In his
definition, Levi states that business cycles can be characterised as an ever-recurring pattern
of GDP growth rates and related unemployment alternatives around the naturally occurring
unemployment and GDP growth rate (Levi 2014, chap. 6). A similar definition is also
provided by Czesany. In his book, Hospoddrsky cyklus teorie, monitorovani, analyza,
prognoza (Business cycle theory, monitoring, analysis, forecast), Czesany states that the
business cycle can be described as a sequence of four consecutive phases. These four phases
and their course then captures the development of real GDP fluctuating around the growth

trend of the potential product (Czesany 2006, 24).
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2.1.1 Trough

As claimed by Czesany, the first phase of the business cycle is the trough. During this phase,
economic activity and real GDP fall to their lowest values. The term depression is also
sometimes used in connection with this phase. Depression can be spoken of if the decline is
too long or too sharp. The trough is characterised by increased unemployment and low
consumer and investment demand. Companies are not willing to accept the risks that may
be associated with the implementation of new investments, mainly due to very low or

negative profits, which companies in this phase achieve (Czesany 2006, 24).

2.1.2 Expansion

As the second phase, Czesany mentions expansion (recovery, boom). Recovery is the phase
that follows the trough. Compared to the previous phase of the trough, this phase is
characterised by a decrease in the unemployment rate, an increase in consumer demand and
the replacement of depreciation capital. Aggregate demand is on the rise, and companies are
admitting the risks associated with the implementation of new investments; at the same time,
production is easily expanded, especially with the use of unused capacities and a surplus of
free labour. However, the expansion also has its downsides. The closer the expansion is to
its peak, the more expensive each unit of goods and services additionally produced is

(Czesany 2006, 24).

2.1.3 Peak

Czesany specifies that the third phase of the business cycle during which the economic
activity reaches its highest level is called the peak. In this phase, economic capacity is being
fully utilised, and companies are beginning to experience a shortage of workforce. In
addition to the lack of a workforce, companies also experience a lack of funds which is a

result of the high rate of investments that have drained most of the companies’ savings

(Czesany 2006, 24-25).

2.1.4 Recession

According to Czesany, the last phase of the economic cycle is the recession. The negative
effects of this phase affect almost everyone. Individuals, households, manufacturing
companies, banks, and governments are affected by an increase in unemployment, a
slowdown in growth, or even a decline in GDP. Furthermore, a reduction in corporate
investments in fixed assets and a decline on the supply side, mainly in the cyclical industries,

can be observed at this phase. The decline in demand for raw materials from companies leads
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to a further decline in demand for loans. Therefore, banks operating with a surplus of funds
are forced to lower interest rates. Investments made by companies do not generate the
necessary profits, so companies affected by a reduction in their earnings get into financial
difficulties. However, the decline in demand is not only on the part of companies but also on
the part of households. Households are reducing their demand due to rising unemployment
and falling incomes. The pressure is also applied to governments mainly due to the growing
public budget deficit caused by lower budget revenues and increased social transfers due to
rising unemployment. Even though, according to this description, this phase of the business
cycle may seem utterly catastrophic, this phase also has a positive side; the market gets

cleansed of inefficient companies (Czesany 2006, 25).

2.2 Factors Influencing the Business Cycle

The definitions of authors Levi and Mankiw are also supported and further elaborated by the
Congressional Research Service. CRS in its work Introduction to U.S. Economy: The
Business Cycle and Growth, states that business cycles are governed by aggregate demand
within the economy. Thanks to the influence of aggregate demand on business cycles,
governments can use their tools and policies to influence the aggregate demand within the
economy and ultimately influence business cycles. These policies are monetary and fiscal

policy (Congressional Research Service 2021, 1-2).

2.2.1 Monetary Policy

As stated by CRS, when implementing monetary policy, central banks may change short-
term interest rates and the availability of credit in the economy in order to increase aggregate
demand. Lower interest rates make it less expensive to borrow money; therefore, it is more
attractive for businesses to make new investments and for individuals to buy goods and

services (Congressional Research Service 2021, 2).

2.2.2 Fiscal Policy

Governments can also increase aggregate demand through three fiscal policy instruments: a
reduction in taxes, an increase in government spending, and an increase in government
transfers to individuals. Using fiscal policy instruments, governments may pursue different
strategies during the various phases of the business cycle. For example, during a recession,
the government may finance these policies by borrowing money, also known as deficit

financing (Congressional Research Service 2021, 2).
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3 DEFINITION OF MANAGEMENT AND ITS FUNCTION WITHIN
KEY SECTORS OF THE ECONOMY AND INDIVIDUAL PHASES
OF THE ECONOMIC CYCLE

In order to understand the behaviour of a manager within the various phases of the business
cycle, it is first necessary to define the concept of management and the functions of
management. This will be the content of this chapter, in which I will define management and
its functions. In addition, I will also determine the key sectors in which management plays a

key role and, last but not least, describe the management strategies used in these sectors.

3.1 Characteristics and definition of a manager

At present, many different definitions of management can be found in various publications
and books. Mladkova and Jedinak see management as finding the tools and people needed
to identify and achieve goals. The essential task of management then can be considered a
conceiving of goals and the search for the necessary resources needed to achieve these goals.
It is also worthwhile to mention that management includes the management of the company
as a whole, including the management of individual parts (departments) of the company and
their activities. Management can therefore be described as a certain type of leading. The
individual who performs this procedure and leads other employees is called the manager
(Mladkova and Jedinak 2009, 13).

Mladkové and Jedinak further state that when defining the word management, it is
necessary to look at three views on management. These views determine what type of
management is involved in a given case. The first view defines management as an activity.
An activity during which a company mobilises and activates resources to achieve the desired
benefits for the company. Furthermore, management is an activity during which the worker
uses opinions, experiences, and recommendations to master specific activities. The second
view defines management as a scientific discipline. Unlike other scientific disciplines,
management cannot be considered an exact scientific discipline because it does not provide
irrefutable facts due to the continually changing environment in which the management is
used. Another element that is changing in this scientific discipline is the subject of research.
Very often, the subject of research is the way in which the behaviour of individuals or groups
can be influenced. Hence, some management tools are utterly inoperable in two different
organisations. Management as the scientific discipline can then be described as an

interdisciplinary scientific discipline as it uses the knowledge from other scientific
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disciplines for its research. However, the knowledge of management can be applied to
manage both for-profit and non-profit organisations. The third and last view defines
management as a set of managers. In the company, one can be confronted with terms such
as marketing management, financial management, or, for example, strategic management.
These terms refer to employees responsible for their departments. For example, the term
financial management refers to managers responsible for the finances of the organisation;
marketing management refers to managers responsible for the marketing of the organisation,
etc. Managers are also responsible for the work of their subordinates in these departments.
They use their responsibility and necessary powers to perform their job duties (Mladkova
and Jedinak 2009, 13—-14).

According to Blazek, managers can be divided into three levels. The first level is the
front-line managers (first-line managers). These managers are at the lowest level of
management and are in daily contact with staff-level employees. Often, they are foremen,
store managers, hospital heads or department heads. The second level is represented by
middle managers. This group is a kind of intermediate level between first and top-level
managers. Examples of employees in this group include general managers, branch managers,
and department managers. The third and final level are top managers. This group of
managers is responsible for managing the organisation as a whole and at the same time
representing it externally towards owners, suppliers, banks, but also the state.
For small organisations, this group also refers to the owners of the organisation; on the
contrary, for large organisations, the function of ownership and management is separate. It
is also important to mention the current development trend in the field of manager roles
within businesses, which leads to a decrease in the number of middle managers within
companies. This decrease is conditioned primarily by the development of information
systems and changing leadership style within organisations. Executive components, which
in the past belonged to the functions of middle managers, is becoming the matter of the first-
line managers. At the same time, the complexity of management work at the top management
level is growing. Among other things, top-level managers must deal with the business
strategies in the various challenging conditions to which organisations are exposed (Blazek

2014, 15).

3.2 Functions of Management

As claimed by Blazek, management is a relatively extensive scientific discipline; therefore,

it 1s no wonder that a number of books and professional publications dealing with this
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discipline offer various definitions of management and its characteristics. However, the
concept of so-called managerial functions is the most often mentioned in the literature. The
foundations of this concept were laid in 1916 by the French mining engineer Henri Fayol
(Blazek 2014, 13). In his book, Blazek also provides a list of nowadays recognised
managerial functions, such as planning, organising, staffing, leading, and controlling.
Koontz and Weihrich agree with this concept and further present the aspects of the individual
functions. Thus, for the following description of managerial functions, I will stick to their

division.

3.2.1 Planning

According to Koontz and Weihrich, planning can be defined as an activity during which the
managers responsible for planning select tasks, goals as well as activities needed to achieve
the set goals and objectives. A number of plans are used within organisations, from the most
basic ones, such as ordering material, to the most complex ones, such as choosing an overall
strategy for the company. However, no plan can be prepared without considering human as
well as material resources. The act of planning itself requires deciding on the choice of
possible ways of executing activities. The decision itself is then preceded by several
analyses, proposals, and studies (Koontz and Weihrich 2012, 26). The impact of managerial
planning is also mentioned by Fotr and Soucek. They state that planning should be based on
scenario planning; without it, managers focus only on the continuing processes inside their
businesses, and they tend to neglect the significant environmental factors in which their

businesses operate (Fotr and Soucek 2020, 211).

3.2.2 Organising

Another function of management stated by Koontz and Weihrich is organising. When
creating a work structure, the manager encounters several difficulties; one of them is the
question of what kind of work needs to be done and who is the best possible candidate to
accomplish it. In order to find the answer, the managers use the process of organising.
Organising is a function that helps the management to allocate the employees of the
organisation into a premeditated structure. The main reason for this is to ensure that all tasks
needed to achieve the goals are assigned to people skilful enough to perform these tasks.

(Koontz and Weihrich 2012, 26).
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3.2.3 Leading

As specified by Koontz and Weihrich, managers applying leading influence the employees
of the organisation so that they are beneficial for the company in achieving the goals set by
the management of the organisation. When applying leadership, managers very often
encounter problems arising from people, these problems so often stem from human desires
and attitudes, but also the behaviour of individuals and groups. Because people have in their
nature to follow those who promise them something, it is therefore understandable that part

of leadership is also motivation and communication (Koontz and Weihrich 2012, 27).

3.2.4 Staffing

According to Koontz and Weihrich, the managerial function of staffing incorporates the
activities such as filing job positions and maintaining the job positions filled within the
organisation. Managers must identify personnel requirements and find the most suitable
candidates from the available list of qualified people. In the case of a lack of workforce,
managers must recruit, train, and then develop not only new candidates but also existing
employees so that the set goals are achieved effectively and efficiently. Other activities

related to staffing are valuation and placement of employees (Koontz and Weihrich 2012,

27).

3.2.5 Controlling

The last managerial function stated by Koontz and Weihrich is controlling. Controlling is an
activity during which managers measure and correct the performance of both the individuals
but also the organisation. The function of controlling within management is critical, and
without controlling, it would not be possible to implement plans. Thus, it can be said that
these two functions, controlling and planning, could not achieve their own self-realisation
without their mutual interaction. Plans are used by managers to give them an idea of how to
use resources to achieve predefined goals. The activities are then checked to see if they are
in line with the plans. For this type of control, managers use, for example, an overview of
budget for expenses or a record of labour-hours lost. Each of these control tools then gives
the manager an overview of whether the plans are working or not. However, if any deviations
occur, the manager must proceed to alterations. In most cases, those are the activities of
employees that need to be adjusted. In order to bring the measured performance results closer
to the planned ones, the manager must find a person who is responsible for these deviations
and must take the necessary steps to solve the whole problem (Koontz and Weihrich 2012,
27).
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3.3 Definition and Characteristics of Key Sectors of the Economy

So far, business cycles and the factors that influence them have been described in this thesis.
In this chapter, however, it will be stated that business cycles can also affect certain
industries within the economy. According to Musilek, individual industries are variously
affected by the business cycles. Depending on their sensitivity to the phases of the business

cycle, they are divided into cyclical, cyclically neutral, and counter-cyclical industries

(Musilek 2002, 293).

3.3.1 Definition of the cyclical industry

Konovalova and Maksimov define the cyclical industry and the companies belonging to it
as an industry that is severely contingent on the state of the economy and the phases of the
business cycles (Konovalova and Maksimov 2017, 2). Musilek also leans towards this
definition and further states some of the examples of cyclical companies. According to him,
cyclical companies can be considered companies conducting business in the construction
industry, long-term consumer goods industry, and last but not least automotive industry,
which is one of the most sensitive to the development of the economic cycle. Buyers can
postpone the purchase of goods and services from these companies in unfavourable
situations (recession) and realise it when the situation is more favourable in the economy

(during the expansion) (Musilek 2002, 293).

3.3.2 Definition of a cyclically neutral industry

According to Musilek, the cyclically neutral industry includes companies operating in the
pharmaceutical and food industries, as well as companies producing goods with low price
flexibility (magazines, newspapers, books, alcohol, cigarettes), which can be described as
cyclically neutral (Musilek 2002, 293). Based on the provided definition, it can be said that
the profits of these companies are not affected by the fluctuations of the business cycles as

they provide goods and services which are used on a daily basis.

3.3.3 Definition of the counter-cyclical industry

The third and last group according to Musilek consists of companies that show the best
results (revenues) in a period of economic recession. These companies are, for example,
cable connection providers. The earnings of these companies have increased during the last
crisis, as they provided compensation for much more expensive forms of entertainment that
people could not afford, either because of financial or time constraints. (Musilek 2002, 293).

Based on this definition, it is also possible to mention other companies that have recently
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achieved increased revenues and thus can be described as counter-cyclical companies. These
companies are the companies providing audio and video streaming services, and video

games retailers.

3.4 Management strategies within key sectors of the economy and

individual phases of the economic cycle
In the previous chapter, it was explained which three industries are recognised within the
economies, and at the same time, their sensitivity to individual phases of the economic cycle
was described. It was found that the cyclical industry could be considered the industry most
affected by fluctuations in economic performance. This chapter will explain what strategies
the management of these companies may adopt to minimise adverse development in
economic performance.

Conti, Goldszmidt and Vasconcelos state that companies experiencing adverse effects
of the recession and related uncertainty are generally advised to adopt either a so-called pro-
cyclical strategy or a counter-cyclical strategy. These strategies may then help companies to
achieve superior performance. Under the term superior performance, it is possible to imagine
either a situation in which the company is less affected than its competitors by the
undesirable effects of the recession or a situation in which the company can even prosper.
During a recession, managers in companies must rethink their current strategies and as
already mentioned, they may choose from various schemes of action. The first scheme of
action typical for corporate management behaviour during a recession is the adoption of pro-
cyclical behaviour. This behaviour is characterised by activities during which the company
cuts costs and expenses. The second scheme of action includes the adoption of a counter-
cyclical behaviour that is characterised by increased corporate investments. Other
alternatives for management are the adoption of both of these behaviours or the conversely,
not adopting either of these types of behaviour (Conti, Goldszmidt and Vasconcelos 2014,
275).

In addition to the list of strategies, the authors Conti, Goldszmidt, and Vasconcelos
present in their work the analysis of the use of both types of strategies. This analysis shows
that despite the recommendation of several authors for the use of counter-cyclical strategies,
more empirical evidence is needed to recommend them fully. In addition, many authors
dealing with managerial strategies used within individual phases of the business cycle focus
only on one area of the company in their works, such as marketing, research and

development or capital expenditures. The exception for this is Conti, Goldszmidt and
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Vasconcelos (2014), Navarra et al. (2010) and Gulati et al. (2010). This group of authors
focuses on more areas of the company in their works. I consider this to be very important
because the recession does not only affect specific departments of the company but the whole
company itself. These strategies could therefore be classified into three areas: supply,

demand, and capital (Conti, Goldszmidt and Vasconcelos 2014, 275).

3.4.1 Supply strategies

As the name suggests, the first of these strategies refers to strategies that affect companies’
inventories. According to Navarro et al., supply strategies include subdimensions such as
staffing, production, and purchasing. In general, staffing strategies tend to be pro-cyclical.
In times of economic expansion, companies tend to attract new people. On the contrary,
when the economy enters the recession, companies are trying to stabilise their finances by
starting to lay off their workers (Navarro et al. 2010, Gore 2010, Latham and Braun 2011,
paraphrased in Conti, Goldszmidt and Vasconcelos 2014, 276). Conti, Goldszmidt, and
Vasconcelos see in this behaviour the possibility of using counter-cyclical staffing. At a time
when most companies resort to cyclical behaviour and lay off their employees who have
gained the necessary experience, a company using counter-cyclical staffing can recruit these
experienced employees at much lower costs. Another advantage of such behaviour for the
company could be an increase in morale. Employees fear losing their jobs during the
recession. Therefore, if a company resorts to counter-cyclical staffing, employees can focus
on their tasks and maintain productivity (Gulati et al. 2010, Hall 2005, Mascarenhas and
Aaker 1989, paraphrased in Conti, Goldszmidt and Vasconcelos 2014, 276).

Production strategies are another usually pro-cyclically oriented supply strategy. These
strategies are very often pro-cyclically oriented. As the economy enters the recession phase,
companies experience decreases in demand, and therefore managers in companies are
resorting to a reduction in production and an overall reduction in inventories. On the other
hand, companies may also be recommended counter-cyclical production strategies, which
may help companies avoid a shortage of products that could prevent a company from making
revenue as the economic situation returns to the expansion phase. Furthermore, companies
can take advantage of buying low-cost materials, which are in abundance during the
recession (Zarnowitz 1985, Bromiley et al. 2008, paraphrased in Conti, Goldszmidt and
Vasconcelos 2014, 276).

The last supply strategy are firms’ purchasing strategies. As with the previous strategy,

at the time of expansion, management assumes an increase in demand and thus make
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purchases of raw materials in disproportionate number to maximise production possibilities
and demand coverage. Companies are therefore entering a period of recession with a surplus
of inventories. A possible solution would be to make these purchases counter-cyclically.
This would mean increasing purchases during the recession, as suppliers may offer
companies lower prices and possibly better credit terms in times of recession. So, on the
contrary, companies would save by buying goods during a recession (Navarro et al. 2010,

Apaydin 2011, paraphrased in Conti, Goldszmidt and Vasconcelos 2014, 276).

3.4.2 Demand strategies
Another area of managerial strategies are demand strategies; these strategies affect demand
for the products. As in the case of supply strategies, several subdimensions of demand
strategies are also recognised. These particular subdimensions are marketing investments,
pricing, and R&D investments (Navarro et al. 2010, Gulati et al. 2010, paraphrased in Conti,
Goldszmidt and Vasconcelos 2014, 275). Companies’ strategy of investments in marketing
can be assessed as pro-cyclical. During expansions, companies tend to increase advertising
and promotion, and during recessions, these investments decrease. On the other hand,
counter-cyclical behaviour (increased marketing investments) can be recommended to
companies. Advertising media offer lower rates for time and space in their media so
companies can attain a higher return on their investments (Srinivasan et al. 2011, Apaydin
2011, Ang et al. 2000, paraphrased in Conti, Goldszmidt and Vasconcelos 2014, 276).
Another representant of demand strategy in a company is the pricing strategy. During
the recession, pressure is put on management to decrease prices to keep the sales level. This
is due to lower consumer incomes and the tendency to make savings. However, based on
empirical data, it is proven that most companies do not reduce their prices during a recession,
some even raise the prices. Why is it so? The answer to this is not simple. If we follow the
economic premise, the company can really reduce prices in response to lower demand. On
the other hand, this procedure cannot be thoroughly recommended from the marketing
perspective since the company could reduce its brand equity and thus undermine its long-
lasting image. Besides, consumers could expect further price cuts in the next period (even
after economic recovery), which could result in lower long-term returns for the company
(Ang et al. 2000, Kamakura and Du 2012, Geroski and Gregg 1997, Lamey et al. 2012,
Mansoor and Jalal 2011, Latham, and Braun 2011, Apaydin 2011, paraphrased in Conti,
Goldszmidt and Vasconcelos 2014, 276).
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The last subdimension of demand strategy is the R&D investments. Even in this area,
in times of recession, cyclical strategies are being applied. Thus, the research, development
and innovation programs are being reduced. Although, even here, the counter-cyclical
behaviour can be recommended. Suppose the companies continue to improve their existing
products even in times of recession to meet new demand requirements. The demand for these
products may increase. In addition, as with purchasing and supply strategies, companies may
take advantage of lower costs during recession and ultimately maximise returns on their
R&D investment programs (Lamey et al. 2012, Latham and Braun 2011, Srinivasan et al.
2011, Apaydin 2011, Gulati et al. 2010, paraphrased in Conti, Goldszmidt and Vasconcelos
2014, 276).

3.4.3 Capital strategies

The last area of managerial strategies includes capital strategies. These strategies focus on
the capital and assets of companies. In determining capital strategies, I will use the division
by Conti, Goldszmidt and Vasconcelos. This division includes subdimensions such as credit
policy, capital expenditures on fixed assets, and acquisitions. It is also worth mentioning that
this division differs from other divisions, such as Navarro’s division, by the intentional
omission of capital financing subdimension. As the authors of this division state themselves,
the reason why this subdimension is omitted are its high cross-loadings.

The first subdimension of capital strategies that is often subjected to pro-cyclical
behaviour within the company is the credit policy. With the recession affecting numerous
industries, most ventures face cash flow problems triggered by lower sales and decreased
bank lending. Customers tend more than usual to default and ask for loosening of payment
terms. To keep a standard level of sales, companies usually capitulate to customers’ demands
and expand their credit. A recommendation for companies can be that in times of recession,
they should constantly keep an eye on the performance of their customers and adjust their
credit policies. In addition, companies should accelerate collections and tighten credit terms
to diminish the possibility of non-payment (Beaver 2002, Ivashina and Scharfstein 2010,
Ang et al. 2000, Mascarenhas and Aaker 1989, Dye et al. 2009, paraphrased in Conti,
Goldszmidt and Vasconcelos 2014, 276-277).

As was mentioned above, corporate investments in marketing or research and
development decline during the recession. This situation also applies to corporate
expenditures on fixed assets (machinery, buildings, software). It could be said that corporate

spending for this group of assets is cut much even more drastically. As with previous
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strategies, companies expect demand to grow at the time of expansion, so they often make
exaggerated purchases of these fixed assets, which are then occasionally sold to stabilise
companies’ finances. In times of recession, on the other hand, companies reduce these
expenditures. However, the opposite behaviour could be recommended. Companies in times
of recession could use lower prices to invest in real estate, software, and machinery, to ensure
adequate capacity and modern equipment (Navarro et al. 2010, Geroski and Gregg 1997,
Similarly, Latham and Braun 2011, Apaydin 2011, Bromiley et al. 2008, Gulati et al. 2010,
paraphrased in Conti, Goldszmidt and Vasconcelos 2014, 277).

The last subdimension of capital strategies is acquisitions. As a result of changes in the
value of assets that accompany the recession, companies may make many of these assets
available for sale; since companies’ main interest is to keep cash, divestitures are more
frequent than acquisitions. However, the problem arises for the potential acquirer, who must
convince the company’s management of the viability of such acquisitions. In a situation of
low growth projections, this seems to be a challenging task. Nonetheless, such counter-
cyclical acquisitions have advantages. These acquisitions charged during the recession have
low costs. The first reason for low costs is the fact that, as mentioned above, companies with
financial difficulties prefer to sell their assets during a recession. These sales of assets bring
an increased number of people interested in a takeover. The increased number of takeover
candidates then increases reducing prices. The second reason is the smaller amount of cash
of the potential acquirer. As a result of this, the acquirer very rarely overpays for the
acquisition. Counter-cyclical behaving firms, in this case, can benefit from a lower rate of
price to value (Geroski and Gregg 1997, Hampson and McGoldrick 2013, Latham and Braun
2011, Navarro et al. 2010, Campello et al. 2010, Franke and John 2011, Ma et al. 2014,
Bromiley et al. 2008, paraphrased in Conti, Goldszmidt and Vasconcelos 2014, 277).
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4 ANALYSIS OF THE PERFORMANCE OF A CYCLICAL
INDUSTRY FROM THE PERSPECTIVE OF MANAGERIAL
DECISION-MAKING

This analysis concerns the development of the performance of a cyclical industry and
determining whether the development of the macroeconomic environment has an impact on
managerial decision-making in practice. The analysis focuses on this particular cyclical
industry because such an industry is the most prone to changes in the macroeconomic
environment. Therefore, managers in this sector must pay close attention to the development
of the macroeconomic environment and factors influencing managerial decision-making.
For the description of the performance of a cyclical industry from the perspective of
managerial decision-making, the purchasing managers’ index (PMI) will be used. As
mentioned by Joseph, Larrain and Turner, the PMI can represent managerial decision-
making in companies, as it consists of 30% new orders, 25% production, 20% employment,
15% supplier deliveries, and 10% inventories (Joseph, Larrain and Turner 2011, 214).
Moreover, the reports of these individual items come from the reports of purchasing
managers of manufacturing firms and are influenced by management strategies described by
Conti, Goldszmidt, and Vasconcelos and summarised in chapter 3.4.

The development of PMI and the macroeconomic environment will be monitored in
three countries: the Czech Republic, Germany, and Japan. The reason for choosing Germany
and Japan was the availability of the macroeconomic data, and the fact that both countries
were in 2019 at the top of the ranking of the countries with the biggest manufacturing
outcome in the world, as presented by the United Nations. (United Nations 2019). Another
reason for choosing Germany for the analysis of its macroeconomic environment and the
performance of a cyclical industry was the fundamental interconnectedness of the Czech
export economy with the German economy. According to the Czech National Bank (Ceska
narodni banka), the Czech Republic strongly depends on the export of Czech goods to
Germany and, conversely, on the import of German goods. Germany thus ranks among the
Czech Republic’s largest trading partners. Within both economies, it is also possible to
observe the presence of Czech and German producers in the same international production
and supply chains. This presence is the strongest in the automotive industry (Ceska narodni
banka 2011; Ceska narodni banka 2019). Japan was chosen because, in addition to its
position among the strongest manufacturing economies in the world, more than 266 Japanese

companies do business in the Czech Republic, resulting in the creation of more than 50
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thousand jobs. Therefore, Japanese companies have a particular influence on Czech
employment. The main products of these companies are automobiles, televisions, and home
electronics; therefore, products of a cyclical industry, which is fundamental for the analysis

(BusinessInfo, 2019).

4.1 Analysis of the performance of the Czech cyclical industry from the

perspective of managerial decision-making
As illustrated in Figure 1, the index of Czech purchasing managers was below 50 points for
most of 2012, marking the contraction of the manufacturing sector. A change in PMI
development occurred at the beginning of 2013, when the PMI gradually increased. This
growth in the PMI did not stop until May 2014, when the PMI rose to 57.3 points.
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Figure 1: Czech PMI (Source: Investing, author’s creation, 2020)

In the following period, fluctuations in the development can be observed, at the end of
which the index decreased to 49.3 points in July 2016. Nevertheless, after this sudden drop,
the index rose sharply, and in January 2018, the PMI peaked at 59.8 points. Since the end of
January 2018, a gradual decline in the PMI can be observed; this decline accelerated even
more in 2020 when the PMI fell to its low of 35.1 points, marking another period of
contraction of the Czech manufacturing industry. After this decline, a sharp growth in the

PMI occurred, at the end of which the PMI rose to 57 points. The current development of
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the PMI suggests that the industry, and particularly the manufacturing industry, is catching

up to its previous pre-Covid levels.

4.2 Analysis of the performance of the German cyclical industry from the

perspective of managerial decision-making
Based on the aforementioned interconnection of the Czech and German economies, it will
come as no surprise that the performance of the German cyclical industry has undergone a
similar development to the Czech one. As illustrated in Figure 2, the value of the German

PMI was below 50 points for most of 2012.
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Figure 2: German PMI (Source: Investing, author’s creation, 2020)

The change in the development of the German PMI occurred in August 2012; from the
end of this month, growth in the PMI can be observed, lasting until the beginning of 2014,
when the PMI rose to 56.5 points. This period of growth was followed by a decrease in the
PMLI, at the end of which in November 2014, the PMI fell to 49.5 points. After this decline,
the purchasing managers’ index recorded a period of gradual growth, so in December 2017
the PMI peaked at 63.3 points. In the following years 2018 and 2019, a sharp decline in the
index occurred; this decline accelerated further in 2020, and so in April 2020, the PMI
reached its low of 34.5 points. Despite this sharp decline, accelerated PMI growth can be
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observed for the rest of 2020, and so at the end of the period under review, the PMI rose to

58.3 points.

4.3 Analysis of the performance of the Japanese cyclical industry from

the perspective of managerial decision-making
As demonstrated in Figure 3, fluctuations in the development of Japan’s PMI are not as sharp
as fluctuations in the development of the Czech and German PMIs. The decline in Japan’s
purchasing managers’ index, which began in the second quarter and ended in the fourth

quarter of 2012, was gradual, and yet the PMI fell to 45 points.
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Figure 3: Japan’s PMI (Source: Investing, author’s creation, 2020)

This decline was followed by a period of growth during which the PMI peaked at 56.2
points. The first steep drop in the PMI can be observed from January 2014 to April 2014; at
the end of this fall, the PMI stood at 49.4 points. This was followed by a period of
fluctuations that lasted until July 2017, after which a gradual increase in the index can be
observed, which ended at the beginning of 2018; The PMI rose to 54.8 points at the end of
this period. In 2018 and 2019, PMI experienced a period of decline. Although this decline
was not as significant as in the case of the Czech PMI and the German PMI, Japan’s PMI
fell to 48.4 points. The decline continued further in 2020 when the PMI fell to its low of 38.4
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points. And as with Czech and German PMIs, after this sharp decline, a rapid increase

followed, at the end of which Japan’s PMI had risen to 50 points.
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5 ANALYSIS OF THE DEVELOPMENT OF THE
MACROECONOMIC ENVIRONMENT IN THE SELECTED
COUNTRIES

In order to determine whether the macroeconomic environment has an impact on managerial
decision-making in practice, it is necessary to perform an analysis of the macroeconomic
environment itself. This will be the subject of this chapter, in which an analysis of the
development of selected macroeconomic indicators described in Chapter 1.2 will be
performed. For a comparison of GDP development in the observed period, quarterly data
expressing the percentual change in year-on-year GDP were used. Gross domestic product
year-on-year reflects a change in the total value of all goods and services produced in the
specified quarter compared to the same quarter of the previous year.

To express the development of the unemployment rate, seasonally adjusted data were
used, which represent the percentage of the unemployed out of the country’s total active
population. The data from the Eurostat database describing the unemployment rate for the
Czech Republic differ slightly from the value of the data provided by the Czech Statistical
Office (Cesky statisticky ufad) in its regular reports. As stated in the Czech Statistical Office
reports, the reason for this is the different age groups assessed in the calculations of the
unemployment rate. For these calculations, the CZSO uses a group of citizens aged
15-64 years, while the European Union uses a group of citizens aged 15-74 years (Cesky
statisticky urad 2020).

The vital condition in selecting these macroeconomic indicators was one common data
source to ensure data accuracy. However, this condition was not met for data describing
inflation. Within the E.U. countries, HCIP is often used when describing consumer price
inflation. According to the definition provided by the European Central Bank, this index
measures the change in the prices of goods and services available for purchase in Euro-area
countries (European Central Bank 2021). However, the data of this index are not available
for Japan, and therefore, the already mentioned CPI was chosen. As stated by Eurostat, CPI
measures the change in the prices of a basket of consumer goods and services. The data of
this index were then obtained from the websites of the individual state institutions

responsible for their compilation (Eurostat 2018).
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5.1 Analysis of the development of the Czech macroeconomic

environment
In this chapter of the analytical part, an analysis of the Czech macroeconomic environment
will be performed. The purpose of the analysis of selected macroeconomic indicators is to

determine how the given macroeconomic indicators developed over the observed period.

5.1.1 Analysis of the development of Czech GDP

Figure 4 indicates that the development of Czech year-on-year GDP in 2012 was affected by
several declines, which caused the GDP growth to be -1.2% at the end 0f 2012. For the Czech
economy, 2012 was a year of recession. According to the Czech Statistical Office, household
final consumption expenditure contributed the most to the development of the Czech

economy; in the last quarter, it was 4.1% lower year-on-year (Cesky statisticky uiad 2013).
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Figure 4: Czech GDP

(Source: Eurostat, author’s creation, 2020)

Despite the initial decline in GDP in the first and second quarters of 2013, the Czech
economy did well in the following years, bringing the year-on-year GDP growth in the first
quarter of 2015 to 5.4%. In the second quarter, GDP growth increased to 5.8%. Based on a
Czech Statistical Office report, GDP growth was maintained mainly by the manufacturing

industry, which generated mainly means of transport, metals, plastic products, and food. The
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manufacturing industry prospered mainly due to the growth of domestic and foreign demand
(Cesky statisticky titad 2016). In 2016, a significant decrease in GDP growth can be
observed. This decrease did not last long, and in the first two quarters of 2017, it was
followed by a sharp increase, which caused the year-on-year GDP growth in May 2017 to
peak at 6.1%. As was reported by the CZSO, both foreign and domestic demand significantly
contributed to GDP growth in both years (Cesky statisticky tufad 2017; Cesky statisticky
urad 2018).

In the first quarter of 2018, a sharp slowdown in Czech GDP growth can be observed.
The same slowdown, although not so sharp, can be observed for the rest of 2018. In 2019,
the Czech GDP continued to decline, and so at the end of 2019, GDP growth was 2%.
According to the CZSO, the main factors of year-on-year growth were consumption
expenditure, household consumption, and general government expenditures (Cesky
statisticky ufad 2019; Cesky statisticky Gfad 2020).

In the first quarter of 2020, the beginning of a further decline in year-on-year GDP
growth can be observed; GDP growth fell to -1.8% in this quarter. The decline was even
more noticeable in the second quarter as GDP fell to -10.8%. In the last two quarters, one
can see an improvement in decreased GDP growth. Thus, at the end of 2020, GDP was
-4.7%. The CZSO attributes the decline of GDP growth to the decline in foreign and
domestic demand (Cesky statisticky ufad 2021).

5.1.2  Analysis of the development of Czech unemployment

As can be seen in Figure 5, at the beginning of 2012, a rising unemployment rate with
occasional fluctuations can be observed, which peaked in September of that year at a rate of
7.3%. The unemployment rate remained the same in November 2012 and February 2013,
after which, it began a long period of decline. At the end of 2013, the seasonally adjusted
unemployment rate was 6.8%. At the end of 2014, the unemployment rate was 5.8% (Cesky
statisticky uad 2014; Cesky statisticky uiad 2015). In the period from 2016 to 2018, short
one-month increases in the unemployment rate can be observed. Despite these slight
fluctuations, the unemployment rate continued to subside, reaching 2.1% at the beginning of
2019. The lowest value of the Czech unemployment rate came in June 2019, at 1.8% (Cesky
statisticky arad 2019).
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Figure 5: Czech Unemployment Rate

(Source: Eurostat, author’s creation, 2020)

Since then, unemployment has slightly increased. So, at the beginning of 2020, the value
of the registered unemployment rate was 2%. According to the CZSO, despite this slight
increase, the general unemployment rate in the Czech Republic remained the lowest among
the E.U. states. In fact, the Czech Republic has held this position as the country with the
lowest unemployment rate in the European Union since 2016 (Cesky statisticky ufad 2020).
In March 2020, it is possible to observe the beginning of a gradual rise in the unemployment
rate in the Czech Republic. As stated by the CZSO, this was due to measures taken against
the spread of coronavirus. Many businesses were temporarily closed. Although this did not
result in a sharp increase in the number of unemployed, there was still a decrease in hours
worked by 10%. Entrepreneurs who were forced to close their businesses could be behind
the increased number of unemployed (Cesky statisticky ufad 2020), which at the end of 2020
reached 3.1% (Cesky statisticky ufad 2020; Cesky statisticky tfad 2020; Cesky statisticky
urad 2021).
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5.1.3 Analysis of the development of Czech inflation

As demonstrated in Figure 6, the Czech economy entered 2012 with an inflation rate of
3.51%. In the following months of the first quarter, the CPI rose by its second-highest value
of 3.71%. After this increase, a sharp decline in the inflation rate can be observed; at the end

of January 2014, the inflation rate was 0.2%.
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Figure 6: Czech Inflation CPI
(Source: Czech Statistical Office, author’s creation, 2020)

This decrease was followed by a period of noticeable fluctuations in the development
of year-on-year consumer prices. At the end of September 2016, inflation rose to 0.5%. Over
the next six months, a rapid increase in prices can be observed, at the end of which the
consumer prices rose to 2.60% in March 2017. From April 2017 to February 2020, further
fluctuations in the inflation rate can be observed, and at the end of this period, the CPI peaked
at 3.73%. For the rest of 2020, sharp fluctuations in the CPI can be observed. However, since
the end of the third quarter, a steady decline in the year-on-year inflation rate can be
observed. At the end of the period under review, inflation was 2.29% (Cesky statisticky ufad

2021).
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5.2 Analysis of the development of the German macroeconomic

environment

As can be seen from the analysis of the Czech macroeconomic environment, in 2020, sudden
changes in the development of two macroeconomic indicators occurred. Those were the
unemployment rate and GDP. In this chapter, it will be ascertained whether or not these

changes can also be observed in the development of German macroeconomic indicators.

5.2.1 Analysis of the development of German GDP

As illustrated in Figure 7, the German economy was affected by declining GDP growth in
2012, which caused the GDP growth at the end of 2012 to be 0.3%, compared with a growth
of 0.9% at the beginning of the year. In the first quarter of 2013, the German GDP fell to -
0.4%. However, after this decline, the German GDP recorded a period of growth, which
lasted until the end of the first quarter of 2014; at the end of this quarter, GDP growth was
2.9%.
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Figure 7: German GDP

(Source: Eurostat, author’s creation, 2020)

This GDP growth was followed by a period of fluctuations, at the end of which German
GDP rose to 2.5% in the first quarter of 2016. The rest of 2016 was marked by declining
GDP growth. The end of this decline did not come until the first quarter of 2017. For the rest
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of that year, the German GDP was rising at an increased pace. At the end of the fourth
quarter, GDP growth peaked at 3.6%. The following years 2018 and 2019 can be
characterised as a period of fluctuations with a declining tendency of GDP growth. At the
end of this period, German GDP decreased to 0.4%. In 2020, a sharp decline in German GDP
may be observed. In the first quarter, GDP fell to -2.2%. In the second quarter, the decline
was even more noticeable, as the year-on-year GDP fell to -11.3%. In the last two quarters,

GDP improved, to -4% in the third quarter and -3.6% in the fourth quarter (Eurostat 2021).

5.2.2 Analysis of the development of German unemployment
As illustrated in Figure 8, the German economy entered 2012 with a registered
unemployment rate of 5.5%, but by the end of the year, the unemployment rate had fallen to

5.3%. It then rose to 5.4% in the first quarter of 2013.
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Figure 8: German Unemployment Rate

(Source: Eurostat, author’s creation, 2020)

This growth, however, was followed by a long period of a gradual decline in the
unemployment rate. Interestingly, unlike the development of the Czech unemployment rate,
short-term fluctuations cannot be observed in the development of the German unemployment
rate. This long-lasting decline in the unemployment rate lasted until August 2019. In this

and the previous two months, the registered unemployment rate in Germany reached its low
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of'3%. From September 2019, a renewed increase in the unemployment rate can be observed.
The rapid growth of the unemployment rate then ceased for a while from August 2020 to
November 2020. During this period, unemployment remained at 4.5%. At the end of the
year, the rate increased slightly to 4.6%. In comparison, the German unemployment rate in
the last month of the period under review was 1% higher than the Czech unemployment rate

(Eurostat 2021).

5.2.3 Analysis of the development of German inflation

As demonstrated in Figure 9, the development of inflation in Germany was not as dramatic
as the development of Czech inflation; the growth in German inflation has never exceeded
2.35%. The German economy began 2012 with an inflation rate of 2.09%. In the following
month, the inflation rate rose to 2.17%. Since the end of this month, despite occasional

fluctuations, a gradual decline in the CPI can be observed.
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Figure 9: German Inflation CPI

(Source: Statistisches Bundesamt, author’s creation, 2020)

This declining trend in price growth lasted until the beginning of 2015, when prices in
Germany began to fall as deflation occurred. The inflation rate in the first two months of
2015 was -0.28% and -0.05%. After this decline, prices rose again as the CPI rose to 1.16%
in May 2015 (Destatis 2016). Since the end of May, another trend of declining inflation rate
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followed, at the end of which in April 2016, there was another fall in prices, and the inflation
rate was -0.10%. In May 2016, however, prices began to rise again, as the CPI increased to
0.20%. The CPI continued to grow in the following years, despite fluctuations in the period
from March 2017 to October 2018 (Destatis 2019). At the end of this period of growth, the
CPI peaked at 2.34%. This was followed by a period of declining inflation, interrupted by
two large fluctuations. Nevertheless, at the end of this period in November 2019, the inflation
rate was 1.06%. The German economy entered 2020 with an inflation rate of 1.74%. A sharp
drop in the CPI can be observed in the period from March to July 2020. At the end of this
decline, the inflation rate fell to -0.09%. In August, inflation rose slightly, remaining at 0%
year-on-year. In the last month of the third quarter and throughout the fourth quarter, a
gradual decrease in prices was observed. In December 2020, the inflation rate was -0.28%

(Destatis 2021).

5.3 Analysis of the development of Japan’s macroeconomic environment

As found in the analysis of the Czech and German macroeconomic environments, significant
fluctuations in the GDP growth and the unemployment rate in both countries can be
observed. This similar development of both macroeconomic environments can be attributed
to the already-mentioned interconnection between the economies. In this chapter, an analysis
of Japan’s macroeconomic environment will be performed in order to determine whether

similar fluctuations occurred there as well.

5.3.1 Analysis of the development of Japan’s GDP

As illustrated in Figure 10, Japan’s GDP showed the same year-on-year growth of 2.8%
throughout the first and second quarter of 2012. In the third quarter, the GDP fell to -0.1%.
In the last quarter of 2012 and first quarter of 2013, it slightly rebounded. Then, in the

following quarters of 2013, a rapid increase in GDP growth can be observed.
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Figure 10: Japan’s GDP

(Source: Eurostat, author’s creation, 2020)

As a result of this rapid increase, Japan’s GDP growth peaked at 3.2% in the third and
fourth quarters. In 2014, however, GDP sharply declined, from 2.6% in the first quarter to -
0.2% in the second quarter, and -1% in the third. A gradual improvement in GDP growth
can be observed in the fourth quarter of 2014 and subsequently in the next three quarters of
2015. From the last quarter of 2015 to the second quarter of 2016, a gradual decline in GDP
growth can be observed. This was followed by a period of increase GDP that ended in the
last quarter of 2017. In this quarter, GDP reached 2.2%. In 2018, another series of declines
in Japan’s GDP can be observed; during these declines, GDP fell to -0.2%. The following
year 2019, can be characterised as a variable for the growth of Japan’s GDP. In the first two
quarters, GDP was 0.4%. Later, it rose to 1.3% before falling in the fourth quarter to -1%.
The decline did not stop even in the first quarter of 2020 when it fell to
-2.1%. However, the most significant drop in GDP to date can be observed in the second
quarter of 2020, when GDP decreased to -10.3%. In the last two quarters, one can see an

improvement, from -5.8% in the third quarter to -1.3% in the fourth (Eurostat 2021).



TBU in Zlin, Faculty of Humanities 47

5.3.2 Analysis of the development of Japan’s unemployment

As can be seen from the development of Japan’s unemployment rate illustrated in Figure 11,
the registered unemployment rate in the first four months of 2012 was 4.5%. In the following
months, Japan’s unemployment rate gradually decreased to 4.1% in November. However, in

December, the unemployment rate rose to 4.3%.
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Figure 11: Japan’s Unemployment Rate

(Source: Eurostat, author’s creation, 2020)

From the beginning of 2013 to the end of 2016, slight fluctuations can be observed, but
unemployment ultimately decreased to 3%. Between 2017 and 2019, it continued to decline,
ending the period at a low of 2.2%. This decline was interrupted at the beginning of 2020,
when the unemployment rate began to rise, reaching 3.1% in October. It then fell to 2.9% by
the end of the year. (Eurostat 2021).

5.3.3 Analysis of the development of Japan’s inflation

As can be seen from the development of Japan’s inflation illustrated in Figure 12, the
inflation rate rose to 0.52% in the first three months of 2012. However, in the second half of
2012, and the first five months of 2013, a period of deflation occurred as Japan’s inflation

rate fell below 0%.
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Figure 12: Japan’s Inflation CPI

(Source: The Statistics Bureau of Japan, author’s creation, 2020)

The inflation rate then rises sharply from June 2013 to May 2014, peaking at 3.74%. In
the following years, an equally sharp decline in the inflation rate transpired, at the end of
which, in September 2016, the CPI fell to -0.50%. In November 2016, the inflation rate rose
to 0.5%. In the following period (2017-2020), a number of fluctuations can be observed.
These fluctuations occurred until September 2020, when the inflation rate reached 0.1%. In
the last three months, a further decline in the inflation rate can be observed, so that in

December the inflation rate fell to -1.17% (Statistics of Japan 2021).
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6 COMPARISON OF THE DEVELOPMENT OF THE
MACROECONOMIC ENVIRONMENT AND THE PMI

In the previous graphs illustrating the development of PMI, alternating phases of decline,
growth, and stagnation can be observed. Such phases are similar to the phases of the business
cycles described in Chapter 2.1. In this chapter, an analysis of the link between the
development of the PMI and the previously mentioned macroeconomic indicators against
the background of contractions in economic cycles will be performed. The Czech Statistical
Office refers to these contractions as technical recessions, during which a quarter-on-quarter
decline in seasonally adjusted GDP for at least two consecutive quarters can be noted (Cesky

statisticky urad 2012).

6.1 Comparison of the development of the macroeconomic environment

and the PMI in the Czech Republic

This chapter will determine whether or not the development of the Czech macroeconomic
environment has an impact on the development of the Czech PMI. Three graphs will be used
for this, in which the development of these macroeconomic indicators will be compared

together with the development of the PMI.

6.1.1 Comparison of the development of the Czech PMI and GDP

In Figure 13, a phase of a technical economic recession can be observed from 2012 to mid—
2013. This recession was caused by reduced production due to declining foreign demand and
thus reduced export opportunities for the Czech economy. This resulted in a drop in both
indicators. However, a decrease in the PMI appeared four months earlier than a fall in GDP.
On the other hand, renewed PMI growth, which can be observed since the beginning of the
second half of 2013, appeared three months before GDP growth (Cesky statisticky tiad
2013; Cesky statisticky uiad 2013).

In 2015, a phase of fluctuation in the development of the PMI can be noticed. Between
July 2015 and the end of October, the PMI fell by 3.5 points. Investi¢éni Web claims that his
decrease was caused by a slowdown in the growth of new orders and the accumulation of
unsold inventories (2015). The response of GDP to this decline can be observed with a delay
of 3 months when GDP fell to 5.1% in October. Despite a slight increase in the PMI in the
final months of 2015, mainly influenced by the growth of domestic and foreign orders, the

decline in GDP persisted until the third quarter of 2016 (CTK 2016).
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Figure 13: The link between the Czech PMI, GDP

and the economic cycle (Author’s creation)

The renewed growth of GDP can be observed from the beginning of the 4th quarter of
2016, again with a further delay against the growth of the PMI, which occurred already in
August. The decline in the PMI about four months before the decline in GDP in 2018 pointed
to a possible crisis. According to Stupavsky, this crisis was caused by slow growth in new
orders, a tense labour market situation, and an overall decline in optimism in business
prospects (Stupavsky 2018). In 2019 another decline in both indicators occurred which was,
according to, caused by a sharp decline in production and the number of new orders, which
were affected by trade wars and a slowdown in global production (Bassetti 2020).

The demand and sales crisis continued in 2020 when it was mainly affected by the
Coronavirus crisis. This caused a further drop in the PMI from a peak of 60 points at the
beginning of 2018 to 35.1 points in April 2020. This sharp drop in the PMI led to a drop in
GDP to -11% in the second quarter of 2020. Despite the restored growth of the PMI in the
third quarter of 2020, which was induced by the increased volume of new orders and the
renewed launch of customer operations, the expected recovery of the Czech GDP did not
occur (Investi¢ni web 2020). According to the Czech National Bank, the second wave of the
pandemic and the associated epidemiological constraints are to blame. Therefore, the Czech

GDP in December 2020 was around -4.7% (Ceska narodni banka 2021).
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Epidemiological constraints also threaten the future development of the Czech GDP. As
stated by the Ministry of Finance of the Czech Republic (Ministerstvo financi Ceské
republiky), 2021 should be characterized by a recovery of global economic activity.
Nevertheless, the MFCR adds that this recovery in many countries may not be strong enough
to offset the decline that occurred in 2020. For 2021, the MFCR forecasts Czech GDP growth
of 3.1%. However, such growth is threatened by several risks: the future development of the
epidemiological situation, uncertainties in international trade, structural changes in the
economy, the need to increase labour productivity, an increase in non-performing loans,
overvaluation of residential real estate and, last but not least, the cyclicality of the automotive
industry (Ministerstvo financi Ceské republiky 2021).

Based on a joint comparison of the development of the Czech PMI and GDP, the
development of the PMI slightly precedes the development of GDP. This statement is in
accordance with the definition of Viet (2009) given in Chapter 1.1 and further coincides with
the definition of the production method given on the CZSO website (2015). Furthermore,
the Czech PMI, which has a significant impact on GDP, is most often affected by foreign

and domestic demand, which is based on optimism in the outlook of entrepreneurs.

6.1.2 Comparison of the development of the Czech PMI and unemployment

As demonstrated in Figure 14, during the recession of the Czech economy in 2013, both
indicators fluctuated, with negative results. Nevertheless, at the end of the recession, both
indicators turned positive, which can be attributed to increased foreign demand (Cesky
statisticky urad 2013). The unemployment rate continued to decline, even during the period
of PMI fluctuations, which occurred in 2014 and persisted until the end of 2015. Despite the
subsequent decline in the PMI during the second technical recession of the Czech economy,
the registered unemployment rate continued to decline. A decline in the unemployment rate
may indeed occur despite a decline in the PMI. This is due to the distortion caused by the
measurement of both indicators. While the PMI records the development of the
manufacturing sector, the general unemployment rate monitors the development of

unemployment across all sectors of the economy.
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Figure 14: The link between the Czech PMI, the unemployment rate

and the economic cycle (Author’s creation)

This statement follows the CZSO report, which identifies in which sectors of the
economy employment growth has primarily occurred. According to the CZSO, the number
of employees increased mainly in the tertiary sector, followed by increased employment in
the secondary sector. Within the secondary sector, the highest employment growth was
recorded in the manufacturing industry, even despite the decline in the PMI (Cesky
statisticky ufad 2016). The decline in the unemployment rate can also be observed during
the third technical recession, during which the sharpest fall in the PMI occurred due to slow
growth in new orders and a tight labour market situation. Nevertheless, the unemployment
rate continued to fall, reaching 2.1% in September 2019. The Ministry of Industry and Trade
(Ministerstvo prumyslu a obchodu) perceives this decrease in the unemployment rate as a
result of the number of vacancies offered, which exceeded the total number of unemployed
(Ministerstvo priamyslu a obchodu 2020).

In March 2020, the beginning of increased unemployment can be observed,
complemented by one of the most significant declines in the PMI. In relation to the report
issued by the Ministry of Health of the Czech Republic (Ministerstvo zdravotnictvi Ceské
republiky), these adverse developments were caused by the government’s response to the

first cases of coronavirus in the Czech Republic (Ministerstvo zdravotnictvi Ceské republiky
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2020) and the subsequent declaration of a state of emergency, which brought a number of
restrictions (Ceska televise 2020). As reported by Colato, in the following months, a number
of companies experienced a sharp decline in production and the number of new orders,
forcing manufacturing companies to cut job positions at the highest rate since the 2009
financial crisis (2020).

Despite renewed PMI growth in the second half of 2020, the unemployment rate rose
for the rest of 2020. The most significant increase in the number of unemployed can be
observed in sectors such as services, hospitality, sports clubs, culture, and on a small scale
in the automotive industry, i.e., in the sectors of the economy which are most affected by the
advent of coronavirus and government restrictions. Despite this gradual increase in the
number of unemployed, the Czech Republic maintains the position of the member state with
the lowest unemployment rate in the entire European Union (Ministerstvo prace a socidlnich
véei 2021).

In conclusion, the development of the Czech PMI and unemployment are closely related
due to the fact that changes in the development of the PMI are quickly reflected in changes
in the unemployment rate. An example to support this statement is the development of both
indicators in periods of technical recession, during which a gradual decline in the PMI can

be observed, followed by a slowdown in the decrease in the unemployment rate.

6.1.3 Comparison of the development of the Czech PMI and inflation

As shown in Figure 15, the growth of the inflation rate slowed during the first technical
recession (2012-2013) while the PMI rose. Nevertheless, the CPI was above the CNB’s
target in 2012. According to the CNB, regulated prices, adjusted inflation (excluding fuels),
and falling oil prices contributed to the reduced inflation rate at the beginning of 2013.
Despite the slowdown in economic activity, the growth of market prices remained at low
values (Ceské narodni banka 2013). Along with fluctuations in the development of the PMI,
which began in early 2014 and lasted until early 2016, fluctuations in the inflation rate also
appeared. Such fluctuations, which were slight, persisted until mid-2016. The PMI
fluctuations were initially caused by declines in new orders, yet due to the low consumer
prices, the input prices eased, and the producers were able to reduce the prices of their end

products (Investi¢ni web 2014).



TBU in Zlin, Faculty of Humanities 54

70 -6
65
L4
60
)
55 3
E o
3 o
8 50 - L0 ¢
2 S
s ®
& a5 £
2
40 -
-4
35
30 b | | — — 1 5
2012 2013 2014 2015 2016 2017 2018 2019 2020
Period

Crisis == PM]| (points) e====|nflation CPI %, y/y, avrg,

Figure 15: The link between the Czech PMI, inflation CPI

and the economic cycle (Author’s creation)

According to the CNB, the low CPI was due to a decline in regulated prices and the
fading of the primary effects of the previous year’s change in value-added tax (Ceska narodni
banka 2014). At the end of this period, a gradual growth of the inflation rate can be observed,
which was caused by the end of the decline in food prices from May and June along with a
gradual moderation in the decline in fuel prices (Ceska narodni banka 2016). In the same
period, the PMI decreased to 49.3 points. Based on the CZSO report describing the industrial
production that month, the decrease in PMI can be attributed to the distribution of public
holidays during the working week and also to the use of company-wide holidays during the
month (Cesky statisticky Gfad 2016).

During the last technical recession (2018—-2020), a sharp decline in PMI was observed.
However, during this period, the inflation rate developed in the opposite direction, and thus
despite occasional fluctuations, consumer prices increased. In January 2018, the PMI peaked
at 59.8 points. According to Lammersen, this was due to the growth of new orders and
foreign demand, followed by increased business confidence, which reached its highest level
in two years (2018). Simultaneously, the CPI fell to 2.15%. As reported by the CNB, the
decreased CPI was mainly due to a more subdued increase in food prices and a slowdown in

core inflation. Nevertheless, significant domestic inflationary pressures in core inflation can



TBU in Zlin, Faculty of Humanities 55

be noted during this period (Ceska narodni banka 2018). In the second half of 2018 and
subsequently, in 2019, a gradual decline in the PMI can be observed, which was mainly due
to the already mentioned tense situation on the labour market, an overall decline in optimism
in trade prospects, a slowdown in global production, and trade wars. On the other hand,
consumer prices rose during this period, mainly due to increasing core inflation and, to a
lesser extent, increasing food prices (Ceska narodni banka 2018; Ceska narodni banka 2019).

In 2020, the inflation rate continued to rise, while the PMI continued to decline.
However, in recent months, a change in both the PMI trend and the inflation rate trend can
be observed. While the PMI rose sharply in the final months of 2020, the CPI declined
slightly, mainly due to lower food prices, mainly in the food and non-alcoholic beverages
section and in housing (Cesky statisticky uad 2021).

As follows from the analysis of the development of both indicators, both indicators
showed the opposite development trend for most of the observed period. An example of this
can be the development of both indicators during the first and third technical recessions
during the period under review. The low growth of the CPI has the effect of reduced input

prices of which producers can take advantage to reduce the prices of their final products.

6.2 Comparison of the development of the macroeconomic environment

and the PMI in Germany

In this section, a comparison of the development of the macroeconomic environment of
Germany and the German PMI will be made in order to determine whether or not the
macroeconomic environment had an impact on the development of the German PMI. For
this purpose, three graphs will be used. In these graphs, the development of these
macroeconomic indicators will be compared with the development of PMI against the

background of technical recessions in the German economy.

6.2.1 Comparison of the development of the German PMI and GDP

As illustrated in Figure 16, the declining German PMI in 2012 also dragged down German
GDP, albeit with a slight delay. As specified by Ro, the initial decline in the German PMI
was associated with declining exports and a general shortage of new orders (Ro 2012). The
resumption of PMI growth can be observed in January 2013, followed three months later by
the resumption of GDP growth, which lasted for the rest of the year. This renewed GDP
growth was mainly influenced by the rise in exports, which, on the contrary, hampered GDP

growth for most of 2012 (Investi¢ni web 2014).
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Figure 16: The link between the German PMI, GDP

and the economic cycle (Author’s creation)

In 2016, a decline in the PMI can be observed, which was followed three months later
by a decline in GDP growth. This decline in PMI was due to a reduced number of new
domestic as well as foreign orders (RTE 2016). At the end 0f 2016, a renewed and continuous
increase in the PMI can be observed, which was reflected in GDP growth approximately
three months later. Innes stated that this GDP growth was supported by increased domestic
demand and net exports (Innes 2017). The growth in the PMI was driven by an increase in
the production of goods caused by an increase in new orders. As a result, companies began
to increase their inventories (Reuters 2016). A decline in the PMI accompanied by a decline
in GDP in early 2018 pointed to a possible crisis due to the reduced output and production
caused by a reduced number of new foreign orders (Sands 2018). This decline in the PMI
was also reflected in the immediate decline in GDP growth, which was affected by lower
German government spending and the aforementioned decline in German exports. On the
other hand, the GDP growth rate did not fall below 2.2%, mainly due to companies’
investments in buildings and a slight increase in household consumption (AFP 2018).

The decline in the German PMI continued in 2019, mainly due to the ongoing demand
crisis caused by a slackened world economy and tariff disputes caused by Brexit. The most

significant decline in foreign demand then occurred in the automotive industry. Despite this
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continuing decline in the German PMI in 2019, German GDP growth did not slow down that
year but instead fluctuated above 0.1%. This growth was maintained mainly due to increased
domestic demand. Without the increased private consumption, government spending and
construction, the German economy would have entered a period of recession (Nienaber and
Seythal 2020).

The German economy did not enter a period of recession until the beginning of the
following year; in this period, a decline in GDP growth can be observed. This decline was
mainly due to the coronavirus crisis and the associated decline in household final
consumption expenditure and gross fixed capital formation in the machinery and equipment
sector. In addition, as a result of various lockdowns around the world, exports, on which the
German economy is so dependent, also fell (Destatis 2020). This led to a record decrease in
the values of both indicators.

Despite the rapid growth in the PMI in the second half of 2020, caused mainly by the
easing of government restrictions and the resumption of operations in manufacturing
companies (Reuters 2020), the coveted recovery of the German economy did not occur by
the end of the year. Increased household spending and renewed growth of exports did not
help either (Destatis 2020).

Based on the comparison of the link between the German PMI, GDP, and the economic
cycle, it can be said that during the decline of the German PMI, the growth of German GDP
decreases. However, this decline in GDP growth is not as noticeable as in the case of the link
between the Czech PMI and GDP. In some cases, the German government has been able to
offset the declining PMI with increased government spending and increased domestic

demand, thus maintaining modest German GDP growth.

6.2.2 Comparison of the development of the German PMI and unemployment

As can be seen from the development of both indicators shown in Figure 17, unemployment
fell slightly during the first technical recession experienced by the German economy in
2012-2013, despite the initial contraction of the PMI. However, the PMI contraction did not
last long, and thanks to growth in production and new orders, the PMI began to grow again
(Reuters 2013). While other E.U. countries have struggled with higher unemployment rates,
low German unemployment has raised consumer morale, rising to its highest level since
2007 (Marsh 2013). The declining trend in the unemployment rate can also be observed in
the following years of 2014 and 2015. Nevertheless, the fastest decline in the unemployment

rate can be observed in the period of the second technical recession.
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Figure 17: The link between the German PMI, unemployment rate

and the economic cycle (Author’s creation)

The initially declining PMI, which, however, started to rise in the second quarter of
2016, was followed by a declining unemployment rate. The decline in the unemployment
rate was higher than most economists thought, even despite the arrival of new refugees and
the introduction of a national minimum wage of 8.50 euros per hour. Economists believed
that new refugees would be challenging to integrate into the labour market, and that the
introduction of a national minimum wage would rather discourage employers from recruiting
new workers. However, this scenario did not happen, and the German economy, on the
contrary, grew due to increased private consumption and higher government spending on
refugees (Nasr 2016). The growth of the German economy and the decline in the
unemployment rate were also due to the growing PMI, driven by an increase in new orders
and an expansion of production. The companies, therefore, started to hire new employees at
a faster pace (Reuters 2016).

The decline in the unemployment rate continued further in 2018 and 2019, despite the
declining PMI caused by the sales crisis, global trade tensions and Brexit. According to the
Federal Employment Agency (Bundesagentur fiir Arbeit), a change in the declining trend in
the unemployment rate can be observed in the second half of 2019, when the unemployment

rate slowly rose, mainly due to declining demand for new employees (Bundesagentur fiir
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Arbeit 2020). Despite a slight recovery in the German purchasing managers’ index at the
beginning of 2020, the German PMI fell to 34.5 points in April. As stated by the Federal
Ministry of Economics and Technology (Bundesministerium fiir Wirtschaft und Energie),
this was caused by a robust decline in supply and demand in the world’s economies due to
the Covid-19pandemic. The pandemic affected the industrial sector and the labour market,
in which it caused an increase in the unemployment rate (Bundesministerium fiir Wirtschaft
und Energie 2020).

Since May 2020, the growth of the German PMI can be observed mainly due to the
previously mentioned easing of government restrictions and the resumption of operations in
manufacturing companies. Nevertheless, the German unemployment rate continued to rise
during this period, to 4.6% in December. The rise in the unemployment rate was marked
mainly by the lockdown introduced in mid—December to prevent the further spread of Covid-
19.

Based on an analysis of the development of the German PMI, the registered
unemployment rate, and economic cycles, the development of the German PMI and the
registered unemployment rate are clearly related. An argument supporting this claim was
made by Look, who stated that German employment in 2020 was more resilient to the
adverse changes caused by the covid pandemic, mainly due to its focus on the manufacturing
industry (Look 2021). This statement is also reflected in the development of unemployment
in other periods. At a time when the PMI was rising, the unemployment rate was falling

faster than at a time when the PMI was fluctuating or falling slightly.

6.2.3 Comparison of the development of the German PMI and inflation

As demonstrated in Figure 18, the German inflation rate was decreasing from 2012 to 2015,
despite fluctuations in the PMI. The main reason for the decrease in consumer prices in 2014
was sinking energy costs (AFP 2015). The decline in consumer prices did not stop until the
end of January 2015, when the CPI fell below 0% for the first time since 2009. Consumer
prices continued to fall, mainly due to falling energy costs and decreasing food prices. To
prevent a further fall in consumer prices, the ECB announced a government bond purchase

scheme (Martin 2015).
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Figure 18: The link between the German PMI, inflation CPI

and the economic cycle (Author’s creation)

The renewed growth of the PMI can be observed from March 2016. This growth was
caused by increased domestic demand and was complemented by a rising inflation rate,
although some companies increased their purchases before the expected start of price
increases (Reuters 2016). According to Bartha, low energy prices, which began to rise in
March, played a significant role in the low growth of the German inflation rate in the
previous period (Bartha 2016). Despite the continuing increase of the PMI in the period from
2017 to 2018, the German government managed to keep the growth of the inflation rate
around 1.4% until April 2018, when a gradual decrease of the PMI can be observed.
According to Lammersen, the decline in the PMI was caused by the reduced expansion in
manufacturing output (Lammersen 2018). In the following months, an increased growth of
the inflation rate was observed, which lasted until October 2018, when the German inflation
rate peaked at 2.34%. According to Destatis, a higher inflation rate was recorded only in
2008. As in the previous months, the rise in consumer prices was caused by the growing
prices of energy products, food, and goods and services as a whole (Destatis 2018).

According to the Federal Ministry of Economics and Technology, the German industrial
sector has been recovering from a rapid decline in new orders since the beginning of the

second quarter. This recovery of the manufacturing industry was driven by the
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aforementioned easing of government restrictions and the resumption of operations in
manufacturing companies. Thus, the German PMI rose again above 50 points in July,
marking the end of its contractions. In addition, the German inflation rate fell once again
below 0%, mainly due to a renewed decline in the prices of energy products and foodstuffs
(Bundesministerium fiir Wirtschaft und Energie 2020). However, according to Nasr, the
decline in prices will not last long as experts expect a renewed rise in prices before the end
of 2021 (Nasr 2021).

Based on this comparison, the development of both indicators follows an opposite trend.
An example is the development of both indicators during the first and last technical
recessions, which shows that inflation is rising when the PMI falls and vice versa.
Nevertheless, as the actions of companies in 2016 show, inflation has an impact on
managerial decision-making in practice. During this year, some companies pre-stocked in
anticipation of rising prices. Moreover, the development of the German inflation rate was
not as drastic as in the case of the Czech inflation rate. The growth of the German inflation
rate never exceeded 2.4%, yet several periods of deflation occurred within the German
economy, which may have resulted in lower economic growth. Finally, the most significant
influence on the growth of the CPI in the observed period was the increase of prices of energy

and energy products.

6.3 Comparison of the development of the macroeconomic environment

and the PMI in Japan

This chapter determines whether or not the development of the macroeconomic environment
of Japan had an impact on the development of Japan’s PMI. Three graphs will be used for
this, in which the development of these macroeconomic indicators will be compared with
the development of the PMI against the background of technical recessions in Japan’s

cconomy.

6.3.1 Comparison of the development of the Japan’s PMI and GDP

As demonstrated in Figure 19, Japan’s declining PMI in 2012 reduced the growth of Japan’s
GDP with a one-month delay. Japan’s manufacturing industry in 2012 experienced one of
the most significant contractions since 2009. The PMI fell from 51.1 points to 45 points. The
main reason for this decline was weak domestic and foreign demand. Economists predicted
that this gradual decline in the PMI will be reflected in a decrease in Japan’s GDP in the

fourth quarter, which would be the third consecutive quarter of contraction. Economists also
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identified a decline in exports, territorial disputes with China, and a slowdown in domestic
consumption as the main causes of the decline in GDP growth (Australian Financial Review

2012).
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Figure 19: The link between the Japan’s PMI, GDP

and the economic cycle (Author’s creation)

However, a change in the PMI trend can be observed as early as the beginning of 2013,
when Japan’s PMI grew mainly due to increased exports. The PMI growth was reflected in
an increase in Japan’s GDP growth three months later. This statement corresponds with
Tabuchi’s statement that Japan’s rapid GDP growth in the first half of 2013 was mainly due
to increased exports and consumer spending, which slowed in the second half of the year,
resulting in a slowdown in GDP growth. In addition, the monetary and fiscal policy of Prime
Minister Shinzo Abe’s government also contributed to the rapid growth of Japan’s GDP in
the first half of 2013 (Tabuchi 2013). Increased exports and consumer spending also had an
impact on PMI growth in the second half of 2013. PMI growth in the second half was
affected mainly by increased domestic demand and exports, largely to Thailand and Hong
Kong (Reuters 2013).

Despite the positive growth of domestic and foreign new orders, which was the driving
force behind the growth of both indicators in 2013, a rapid decline of the PMI can be

observed in the first half of 2014. However, according to Ro, this decline was expected by
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many economists, as an increase in the sales tax came into force in this period (Ro 2014).
This increased sales tax was also reflected in Japan’s GDP growth, which declined
throughout 2014; thus, Japan’s economy entered the first technical recession (The Star
2014). In the last quarter of 2014, an improvement in Japan’s GDP growth can be observed.
This growth was mainly due to an increase in private consumption, which accounts for up
to 50% of Japan’s economy. Furthermore, new orders and export opportunities increased
during this period, which affected the growth of the PMI (Ians 2015).

Another sharp decrease in the PMI, followed by a decline in the growth of Japan’s GDP,
can be observed during the second technical recession. The main reason for the sharp drop
in PMI was a decrease in new orders and the occurrence of earthquakes in Kyushu, the
central region of the semiconductor and automotive industry (FocusEconomics 2016). The
reduction in new orders also affected the decrease in GDP growth. Although the decline in
GDP growth was lower than was formerly expected, the reduction in Japan’s GDP growth
showed the slowing momentum of Japan’s economy. A decline in net exports and reduced
factory output were the main causes of the reduction in GDP (CNBC 2016).

This was followed by a period of growth, which ended at the beginning of 2018 when
both indicators declined. The decline in GDP growth about a month before the decline in the
PMI pointed to a possible crisis due to the declining performance of the domestic sector.
Japan’s GDP growth was also affected by several natural disasters in the country in the third
quarter. The decline in PMI, which can be observed from February, was due to softer growth
in output and a reduced number of export orders, which declined at the fastest pace in over
two years (FocusEconomics 2018; FocusEconomics 2019).

A fall in Japan’s PMI continued further in 2019 when the PMI fell below 50 points,
which means that the manufacturing sector entered a period of contraction. This decline was
due to a continuous decrease in domestic demand and export orders. Despite this decline in
the PMI, an increase in GDP growth can be observed in 2019 (CNBC 2019). The renewed
GDP growth was due to increased private consumption, higher government spending, and
construction activities related to the Tokyo Olympics. On the other hand, according to
Japanese economists, a further decline in real exports was expected, caused by the trade war
between China and the United States (FocusEconomics 2019).

The decline in both indicators continued in 2020 when the global sales crisis due to the
Covidu-19 pandemic caused Japan’s PMI to fall from 48.8 points at the beginning of the
year to almost 38 points in May. This decline was mainly caused by a sharp drop in

production, the number of new orders, and pending orders (Reuters 2020). However, this
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fall in the PMI was preceded a month earlier by a decline in Japan’s GDP growth. The
decrease in Japan’s GDP was mainly due to a decline in private consumption, which, as
already mentioned, accounts for more than half of Japan’s economy. Reduced net exports
from the previous period also contributed to the decline in GDP growth (Japan Times 2020).
Despite the change in the PMI trend in the second half of 2020, the expected recovery of
Japan’s economy has not yet occurred. And, even though the PMI rose to 50 points in
December, which can be described as the end of the contractions of Japan’s manufacturing
industry, Japan’s economy was still in a recession.

As can be seen from the development of Japan’s PMI and GDP growth, the development
of Japan’s PMI is strongly influenced in the same way as the Czech PMI, specifically by
foreign demand. Nevertheless, other factors can be observed influencing the development of
both of Japan’s indicators. An example is the government’s actions, which caused both
indicators to decline during the first technical recession. Although this decline was expected
by many economists, it was not expected to have such significant consequences. Another
example is the occurrence of natural disasters, which mainly affected the development of the
PMI during the second technical recession. In conclusion, unlike in the case of the Czech
and German economies, where the decline in GDP growth was often caused by a preceding
decline in the PMI, the decline in Japan’s GDP growth preceded the decline in the PMI itself.
This may be due to the fact that private consumption accounts for up to 50% of Japan’s

economy.

6.3.2 Comparison of the development of the Japan’s PMI and unemployment

As shown in Figure 20, both the PMI and the unemployment rate fell in 2012. The decline
in industrial production, which was affected by the euro area debt crisis and the slowdown
in the Chinese economy, can be cited as the reason for the decline in the PMI. However,
despite the decline in the PMI and the decline in industrial production, Japan’s
unemployment rate fell over the course of 2012 as the average unemployment rate was 4.3%,

which was 0.1% more than in 2011 (Japanese International Labour Foundation 2013).
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Figure 20: The link between Japan’s PMI, unemployment rate

and economic cycle (Author’s creation)

Japan’s unemployment rate maintained its declining trend even in the period of the first
technical recession, during which a decrease in the PMI and GDP growth can be observed.
Japan’s economy declined mainly due to the previously mentioned increased sales tax, which
came into force in April 2014. This led to a reduction in industrial production and private
spending. The decline in private spending was reflected in rising unemployment in the
entertainment and wholesale and retail sales sectors (Japan Times 2014).

The decline in the unemployment rate continued further, even during the second
technical recession, which occurred at the end of 2015 and lasted until almost 2017. During
this period, a decrease in the PMI to 47.7 points can also be observed. As mentioned in the
previous chapter, this decline was a consequence of the earthquake that hit southern Japan
in April and a sharp drop in foreign demand (Business Insider 2016). The decline in the
unemployment rate was mainly due to job growth in health and welfare, wholesale and retail
sales, and the finance and insurance sectors. On the contrary, the reduction of the
unemployment rate was not supported by the manufacturing sector, which saw a decline in
the number of jobs during this period (Japan Times 2016).

The declining trend of Japan’s unemployment rate was also maintained in 2018 and

2019 despite a gradual decline in the PMI. Japan’s average unemployment rate in 2018 was
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2.4%, which is 0.4% less than in 2017. The main reason for the decline in the unemployment
rate in 2018 was the improvement in labour market conditions and the fact that a large part
of job vacancies had been filled by older people and women working part-time. Furthermore,
the number of new employees grew at the fastest rate in the hotel and service industries
(Staffing Industry Analyst 2019). The decline in the PMI can be attributed to the previously
mentioned slower growth in production and the declining number of new orders.

In 2019, the decline in the PMI continued further due to a decline in domestic demand
and export orders, mainly from China (CNBC 2019). Nevertheless, this decline in the PMI
did not affect the declining unemployment rate, which fell to 2.2% at the end of the year.
The main reason for the decline of the unemployment rate in 2019 was that an increasing
number of women and elderly men found employment. This reflects the fact that Japan’s
labour market in recent years has experienced a labour shortage caused by the rapidly ageing
Japanese population (Japan Times 2020).

After a long period of decreasing unemployment, the beginning of an upward trend can
be seen at the beginning of 2020. This increase in the unemployment rate in January was not
due to the coronavirus crisis, but rather to an increase in the number of mid-career jobseekers
and the fact that some employers decided not to hire new staff due to more cumbersome
paperwork. Nevertheless, some economists believed that a future increase in the number of
unemployed in the accommodation, hospitality, and tourism sectors due to the covid-19
outbreak was probable (Japan Times 2020). This assumption proved true, and thus an
increase in the unemployment rate can be observed in 2020, supported by a decline in the
PMI caused by a sharp decline in production, the number of new orders, and pending orders.
Nevertheless, an improvement in the situation can be observed in the last two months of the
period under review. According to Nakamura, after the rise in the unemployment rate (the
first in 11 years), the outlook for the employment rate remains uncertain (Nakamura 2021).
The Japan Times agrees, stating that the decline in the unemployment rate in the last two
months is due to the Go-To Travel campaign, which aimed to reduce the unemployment rate
in the services sector. However, it was temporarily cancelled at the end of the year due to
the increasing number of infected (Japan Times 2020).

As follows from the analysis of the development of both indicators, the development of
Japan’s unemployment did not have an influence on the development of Japan’s PMI.
Evidence and sources used in the comparison show that the unemployment rate had risen

mainly in the accommodation, hospitality, tourism, entertainment, and wholesale and retail
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sectors. The analysis also shows that despite the decline in the PMI, Japan's economy has

seen a decline in the unemployment rate, which is mainly due to a large labour shortage.

6.3.3 Comparison of the development of the Japan’s PMI and inflation

As demonstrated in Figure 21, illustrating the development of Japan’s PMI and the inflation
rate against the background of the recessions in Japan’s economy, both indicators declined
in 2012. As mentioned in chapter 6.3.1, the decline in the PMI was due to weak domestic
and foreign demand. This statement is in accordance with an article published by the BBC
stating that the Bank of Japan in January 2013 decided to raise its inflation target to 2% and
ease monetary policy due to two decades of deflation and falling prices. The BBC also states
why this long-term decline in prices has become undesirable for the future development of
Japan’s economy. According to economists, deflation encourages consumers to postpone
purchases in anticipation of lower prices. This makes the situation more difficult for
Japanese companies that borrowed money in the past, as they cannot earn enough money to
pay off their debts (BBC 2013). Ultimately, deflation can cause the PMI to fall, despite lower

product prices. This phenomenon can be observed in this period.
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Although the decline in the inflation rate continued in the first quarter of 2013, a rapid
increase can be observed for the rest of the year. Phillips attributes this rise in inflation to
so-called Abenomics, a series of policy measures introduced by Prime Minister Shinzo Abe
in April 2013 to boost Japan’s economy (Phillips 2013). The rise in consumer prices
continued in the first half of 2014 when Japan’s inflation rate peaked at 3.74% in May.
Consumer prices rose at their fastest pace in 23 years due to the introduction of increased
sales tax by Abe’s government. However, this caused a decline in consumer spending in the
first half of the year, as many consumers made their purchases before the tax increase. This
decline in consumer spending is then evident in the fall in the PMI over this period. Japan’s
government then made new reforms in crucial sectors of Japan’s economy in order to sustain
the recovery of the economy in the long run (BBC 2014). It succeeded in this task because,
from 2015 to 2017, Japan’s PMI and GDP both grew. However, shortly after reaching its
peak, Japan’s inflation rate began to fall sharply, and in April 2016, the declining inflation
rate turned into deflation. The main reason for this decline was the price of oil in this period
and the decline in prices of other goods. Japan’s economy only slightly avoided a recession
in the first quarter of 2016. In the same period, a drop in the PMI can also be observed, which
was caused by an earthquake and a decline in foreign demand (CNBC 2016).

However, the decline in the inflation rate did not stop until the end of October 2016,
when the inflation rate fell to -0.5%. According to Kihara, the continuing decline in
consumer prices was mainly due to falling petrol and electricity prices. The prices of other
items constituting the CPI increased. Kihara also reported that a fiscal stimulus would be
needed to resume the growth of the inflation rate, as the aggressive easing by the Bank of
Japan in the period from 2013 to 2016 failed to raise the inflation rate to the desired 2%
(Kihara 2016). From the end of 2016 until February 2018, the inflation rate increased, fuelled
largely by rising energy prices. While higher oil prices increased the pressure on CPI growth,
the decline in mobile phone charges and public service costs reduced the growth of the
inflation rate (Strait Times 2017). In the same period, an increase in the PMI may be
observed, which was ultimately caused by an increase in export orders (Guy 2017).

The growth of both indicators reached its peak in the first two months of 2018. In
January, Japan’s PMI rose to 54.8 points, which was its highest value since 2014.
Furthermore, a month later, the inflation rate rose to its peak of 1.50%, which was its highest
value since April 2015. The increase of the PMI was mainly due to increased output and

employment growth (Simonet 2018).
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Reportedly, the main reason for rising consumer prices was energy-related costs,
including electricity fees and petrol prices. However, future inflation rates were primarily
threatened by the yen’s increasing value and the threat of a global trade war (Japan Times
2018). This came true, as the trade war between the United States and China did affect
Japan’s economy, especially Japan’s PMI, which gradually declined over the course of 2018
and 2019. While a gradual decline can be observed in the development of the PMI, a decline
with several fluctuations can be observed in the development of Japan’s inflation rate.

The first such fluctuation occurred at the end of 2018. According to Kihara, the main
reason for this fluctuation was the deteriorating development of Japan’s economy due to the
continuing Sino-U.S. trade war, which prevented the BOJ from using its policies to increase
the inflation rate to 2%. Further, the main reason for the rise in consumer prices was the
increased price of vegetables due to summer typhoons. Economists also believed that future
price developments would be influenced by external factors such as the yen exchange rate
and the price of oil (Kihara 2020). The other two fluctuations occurred in 2019. The first of
them reached its peak in April when the CPI rose to 0.89%. Despite the growth of Japan’s
economy during this period, many politicians feared the consequences of the ongoing trade
war on Japan’s export economy. The growth of Japan’s economy was overshadowed by the
reports of declining capital expenditures and private consumption. The reduced consumption
could prevent any future attempts by the BOJ to increase the inflation rate, as companies
would be discouraged from raising prices for fear of discouraging cost-sensitive customers
(CNBC 2019). Japan’s inflation rate peaked in December 2019 at 0.79%, still well below
the 2% target of the Bank of Japan. As noted by Kihara, customers paid the most for sushi
and ice cream. Nevertheless, many economists questioned the future inflation growth due to
the economic slowdown in the last quarter of 2019. In the same month, a decline in
production can be observed, which is in line with the decline in the PMI (Kihara 2019).

Economists’ concerns about the future inflation growth have proved justified, as the
inflation rate continued to decline in 2020. In the last quarter, the declining inflation rate
turned into deflation again, and its decline stopped at -1.17% in December. The decline in
consumer prices in 2020, the fastest since 2010, was due to weak private demand, caused by
cautious consumers who stayed home to minimize the risk of Covid-19 infection (Kaneko
2020).

In conclusion, a low inflation rate is a significant problem for Japan’s economy.
Although the situation may seem rather beneficial at first glance, it is rather the opposite

because the most affected area is Japan’s manufacturing sector, which plays a significant
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role in Japan’s economy. Japan’s manufacturing sector is, as has been proven by the analysis
of the development of both indicators and by a number of reports and articles, most affected
by the fall in consumer prices. This price reduction encourages consumers to postpone their
purchases in anticipation of lower prices, and therefore the number of orders is falling, which

ultimately has an impact on the development of the economy.
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7 FINAL EVALUATION, PROPOSALS AND RECCOMENDATIONS

In this part of this thesis, the development of the PMIs and macroeconomic indicators of all
three countries will be evaluated. Based on this evaluation, proposals and recommendations

for a possible solution will be proposed.

7.1 Evaluation of the development of the Czech PMI and macroeconomic

indicators
An evaluation of the development of the Czech PMI and selected macroeconomic indicators
will be performed. Furthermore, based on this evaluation, proposals and recommendations

for a possible solution will be made.

7.1.1 Evaluation of the development of the Czech PMI and GDP

Based on a joint comparison of the development of the Czech PMI and GDP, the
development of the Czech manufacturing PMI precedes the development of Czech GDP by
three months. Therefore, the influence of Czech GDP on managerial decision-making has
not been proven. The influence of one indicator on another is rather the opposite. This
statement is in line with the definitions of Viet (2009) and CZSO (2015). The
interdependence of the Czech manufacturing industry and GDP is also evident from the
MFCR macroeconomic forecast (Ministerstvo financi 2021), which identifies one of the
risks threatening the development of Czech GDP in 2021 as the cyclical nature of the Czech
automotive industry.

Furthermore, it was proven that the Czech PMI is most affected by domestic and foreign
demand, especially German. For this reason, I recommend that the Czech managers of
manufacturing companies carefully monitor developments in foreign markets. However, the
development of demand should not only be monitored in Germany but also in other
countries, since the change in the demand trend will initially have an impact on the German
economy and then on the Czech economy itself. Czech managers should therefore adjust
their production and purchasing strategies based on the development of demand in foreign
markets. In addition, in the event of a long-term decline in demand caused by a recession, I
recommend increasing the marketing investments, as advertising media reduce their prices
for time and space in times of recession, making such investments more profitable.

Based on theoretical assumptions and a number of empirical observations, demand and
the associated development of the Czech PMI, affecting Czech GDP, can be influenced by

the government itself through monetary and fiscal policies. An example of this is the use of
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monetary policy by the U.S. Federal Reserve System in response to the Covid-19 pandemic.
According to the Congressional Research Service, the Federal Reserve System boosted
demand by increasing the availability of credit in the economy and decreasing short-term
interest rates, encouraging businesses to make new investments and individuals to buy new
goods, as lower interest rates allowed for cheaper money borrowing (Congressional

Research Service 2021).

7.1.2 Evaluation of the development of the Czech PMI and unemployment

As follows from the analysis of the development of the Czech PMI and unemployment, the
development of both indicators is closely related. Nonetheless, the influence of Czech
unemployment on the PMI has not been proven. Furthermore, changes in the development
of the Czech PMI are soon reflected in the development of Czech unemployment. Evidence
of this statement is the development of unemployment during the second and third technical
recessions when the decline in the PMI caused a slowdown in the decline of the
unemployment rate.

Based on these findings, I recommend that managers use countercyclical staffing
strategies because, at a time when other companies are laying off their employees due to
declining revenues and orders, a company using such strategies can hire experienced staff at
reduced costs. I also recommend that the government support the competitiveness of the
Czech manufacturing sector, as the Czech economy is largely dependent on this sector, and
at the same time, this sector has shown the smallest increase in unemployment during
technical recessions. This support should take the form of grants, guarantees and
programmes that would not violate the competition law. An example of such a program is
the Operational Program Technology and Applications for Competitiveness (OP TAC),
which aims, among other things, to develop businesses and their competitiveness, increase
the efficiency of resources, but also to develop the digital infrastructure (Api 2021). On the
contrary, I do not recommend the use of increased tax breaks, as this would reduce the GDP

growth.

7.1.3 Evaluation of the development of the Czech PMI and inflation

As part of the analysis of the development of the Czech PMI and inflation, I proved that both
indicators showed the opposite development trend for a large part of the observed period.
However, inflation has an impact on the development of the PMI and thus on managerial
decision-making. This statement can be substantiated by the development of Czech inflation

in 2014-2016; during these years, managers of manufacturing companies were able to take
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advantage of low input prices and thus reduce the price of final products. Ultimately, they
could increase the demand for their products.

Following the entry of the Czech Republic into the euro area, the CNB committed to
meet the 2% inflation target, with an uncertainty band of one percentage point in either
direction (Ceska narodni banka 2021). According to Krél, this target was largely met (Kral
2020). And so, in contrast to Japan’s inflation rate (which is below its inflation target), the
Czech inflation rate has a positive effect on the Czech economy and mainly on the PMI.
Thus, I recommend that managers monitor CNB forecasts, which can give them an overview
of the goals and tools used by the CNB to influence inflation. This may help the managers
to predict future developments in inflation trends and ultimately use this advantage to pre-

stock in anticipation of price growth.

7.2 Evaluation of the development of the German PMI and

macroeconomic indicators

In this section, an evaluation of the development of the German PMI and selected
macroeconomic indicators will be performed. Furthermore, based on this evaluation,

proposals and recommendations for possible solutions will be made.

7.2.1 Evaluation of the development of the German PMI and GDP

Based on a joint comparison of the development of the German PMI and GDP, the influence
of this macroeconomic indicator on managerial decision-making has not been proven
because the development of the German PMI precedes the development of the German GDP.
However, this link between these two indicators is not as strong as the link between the
Czech PMI and GDP. The main reason for the decline in the German PMI in the period under
review was the decline in foreign orders. Therefore, German managers of manufacturing
companies should monitor developments in foreign markets, such as the United States,
France and China. Furthermore, in the event of a recession, the managers ought to use
counter-cyclical demand strategies, which include marketing investments, prices, and R&D
investments, as these strategies can increase a company's visibility and demand for products.
Thus, I recommend that the German government use monetary and fiscal policies to support
demand growth and thus stimulate the PMI growth, as PMI developments have been found

to have an impact on German GDP developments.
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7.2.2 Evaluation of the development of the German PMI and unemployment

As follows from the joint analysis of the development of the German PMI and
unemployment, the influence of German unemployment on managerial decision-making in
practice has not been proven. However, based on my analysis, I assume that both indicators
are closely related; while the German PMI was rising, the unemployment rate in Germany
was declining at a faster rate than it was at a time when the German PMI was decreasing. It
is the German manufacturing industry that has the most significant impact on unemployment
in Germany, a fact substantiated to some extent by Look (Look 2021). For German
managers, | recommend the use of counter-cyclical staffing strategies that would allow
companies to hire workers at a lower cost at a time when other companies are laying off their
employees. I also recommend that the German government use the Kurzarbeit programme,
which, according to the International Monetary Fund, despite high fiscal costs, effectively

keeps the rising unemployment rate in check (International Monetary Fund 2020).

7.2.3 Evaluation of the development of the German PMI and inflation

Based on the performed analysis of the development of the German PMI and the inflation
rate, German inflation has an impact on managerial decision-making in practice. Evidence
for this claim is the behaviour of companies in 2016. In that year, companies, in the
anticipation of future growth of prices, decided to pre-supply. The inflation rate has never
exceeded 2.34%. Yet, according to Nasr, a number of experts expect inflation to rise above
the European Central Bank’s target by the end of 2021 (Nasr 2021). Therefore, based on
broader findings and the performed analysis, I recommend that German managers buy goods

and materials before the expected rise in prices.

7.3 Evaluation of the development of Japan’s PMI and macroeconomic

indicators
In this section, an evaluation of the development of Japan’s PMI and selected
macroeconomic indicators will be performed. Furthermore, based on this evaluation,

proposals and recommendations for a possible solution will be made.

7.3.1 Evaluation of the development of Japan’s PMI and GDP

As follows from the executed analysis of the development of Japan’s PMI and GDP, the
influence of GDP on the development of the PMI in Japan has not been proven. Nevertheless,
it was found that, unlike the Czech and German PMI, the development of Japan’s PMI does
not precede the development of Japan’s GDP. This is due to the fact that more than 50% of
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Japan’s economy is made up of accounts of private consumption which has been typical for
Japan’s economy since 1980. According to Vihriild, the main reasons for such a high level
of private consumption are weak income growth, a deflationary mindset, and population
ageing (Vihridld 2017). In the medium term, this specificity cannot be expected to change,
mainly due to the increasingly ageing population in Japan. In addition, it was found that
Japan’s PMI is just as affected by changes in foreign demand as are the Czech and German
PMIs. To address the possible decline in demand, I recommend that Japanese managers
monitor the development of demand in foreign markets, especially in China and the United
States.

Natural disasters, especially earthquakes, have proven to be another factor influencing
Japan’s PMI. This factor limiting the PMI development was not encountered in the case of
the Czech and German economies; therefore, the lack of experience with this factor makes
it difficult to propose a possible solution. Nonetheless, this factor extremely and
fundamentally affects the relationship between the PMI and GDP, even to such an extent
that it is at the forefront of broader recommendations for Japanese managers. Hamajima
recommends the training of employees, maintaining transparency about the effects of
disasters on a company, sharing results and interacting with related companies,
implementations of measures to boost the protection of products, usage of equipment
designed to mitigate earthquake damage, and the implementation of a management plan for
earthquake preparedness to ensure the resistance of production line against damage and a
stable supply to customers (Hamajima 2019). I agree with these solutions, because they are
designed and in real conditions also applied by the directors of companies that have recently

been affected by this type of natural disaster.

7.3.2 Evaluation of the development of Japan’s PMI and unemployment

Based on the analysis of the development of Japan’s PMI and unemployment, the influence
of unemployment on the development of Japan’s PMI has not been proven. Furthermore, a
broader analysis has shown that Japan’s labour market has been facing labour shortages,
which has been reflected in a further decline in the unemployment rate despite the decline in
the PMI during the period under review. Labour shortage is a serious problem for Japan’s
economy; therefore, many jobs need to be filled by women and workers aged sixty and over.
This problem is mainly caused by an ageing population and a long-term negative birth rate.
This negative birth rate deepened further in 2020 as a consequence of Covid-19 (Kyodo

News 2021). Therefore, as a possible solution, I recommend expanding the already
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established government support programmes for families with new-borns and the creation
of government programmes to support the interest of young Japanese in starting families and

having children.

7.3.3 Evaluation of the development of Japan’s PMI and inflation

As has been proven in the analysis of the development of Japan’s PMI and inflation, Japan’s
inflation has an influence on the development of Japan’s PMI. In addition, it has been proven
that Japan’s economy struggled with a low inflation rate for most of the period under review,
during which the rate has often turned into deflation and caused a decline in prices. This was
reflected in the development of Japan’s manufacturing industry, which never exceeded 56.5
points. Japan’s manufacturing industry can therefore be described as the most affected by
the adverse development of the inflation rate. Based on a broader macroeconomic analysis
and empirical conclusions, falling prices may affect the performance of the manufacturing
industry, as consumers may postpone purchases in anticipation of further declines in prices
(BBC 2013). As a reason for the low rate of inflation, it is possible to identify the long-
overvalued yen. The high value of the yen also threatens the future development of Japan’s
inflation, which the BOJ would like to increase. Therefore, I consider it appropriate or even
necessary to use quantitative easing as a possible solution for the reduction of the value of

the yen.
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CONCLUSION

This bachelor thesis sought an answer to whether or not the macroeconomic environment
has an influence on managerial decision-making in practice. For this purpose, the thesis was
divided into two parts. In the theoretical part, terms from the field of macroeconomics and
management were defined. Furthermore, the purchasing managers’ index was introduced,
which was later used in the practical part as a representative of managerial decision-making
in practice.

In the introduction of the practical part of the bachelor thesis, it was explained why the
PMI was chosen as a representative of managerial decision-making in practice and why the
analysis of PMI development was performed for a cyclical industry. Furthermore, it was
explained why the development of selected macroeconomic indicators such as GDP,
unemployment and inflation were monitored in the Czech Republic, Germany, and Japan.
Subsequently, analyses of the development of the PMI and macroeconomic indicators in
these countries were performed. However, in order to find an answer to whether or not the
macroeconomic environment influences managerial decision-making in practice, it was
necessary to compare the development of all indicators. Therefore, in the second half of the
practical part, comparisons of the development of the PMIs and macroeconomic indicators
against the background of business cycles in given countries were performed. These
developments were summarized, and based on their results, recommendations were made.
These specific proposals were designed on the basis of the strategies of managers described
in the theoretical part, but also on the basis of real practices.

Ultimately, it was proven that the macroeconomic indicator which, of the examined
factors, most influences managerial decision-making in practice is inflation, which in the
Czech economy plays an important role in the growth of the manufacturing industry. In the
German economy, inflation also plays an important role in the growth of the manufacturing
industry, as inflation growth has always been kept within the central bank’s inflation target.
However, inflation is most affecting Japan, where long-term low inflation, on the other hand,
does not support the growth of Japan’s manufacturing industry. I believe that this bachelor
thesis is beneficial, given that it provides an answer to the question of which of the main
macroeconomic indicators has an impact on managerial decision-making in practice and also

lists possible strategies for managers.
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