
Measuring financial market inflation expectations – results of the 30th

measurement (October 2001)
Unlike in the previous few months, the October measurement has seen a significant decrease

in the analysts’ CPI predictions at the one-year horizon. Expectations at the three-year horizon are
unchanged. As in September, the analysts have again decreased their estimates of the interest rate
level. However, this time the predicted interest rate levels are significantly lower than in past
predictions, especially at the one-year horizon. The estimates of the koruna’s future exchange rate
level have shifted towards appreciation. FDI inflow remains the key factor in their predictions of the
koruna’s exchange rate. Public finances and wage growth continue to be the main inflationary risks.

1. Inflation
The low CPI outturn in September and the slowdown

in the US economy and the eurozone have changed the
analysts’ inflation expectations for the months ahead. Fears
of a global recession are strengthening, so the expected
impact of the tense political and economic situation around
the world on the Czech economy may be worse than
originally expected. Public finances, high wage growth and
growth in domestic consumer demand continue to be the

main inflation risks.
The average CPI level expected at the one-year horizon fell from 4.8% in September to 4.4%

in October. The analysts left their estimates at the three-year horizon unchanged at 3.6%.
If we compare the two groups of analysts (domestic and foreign), the domestic agents as ever

remain more optimistic at the one-year horizon (the difference being 0.3%). The two groups’
predictions at the three-year horizon are again the same this time.

According to the analysts’ comments, a question remains whether the September decline was
a correction of the previous fast seasonal growth in prices of food and package holidays abroad or
whether it involved a reflection of the global economic situation in the domestic economy.

The main inflation factors and risks which
might affect growth in prices:

••••  Excessively lax fiscal policy
••••  Wage growth pressures
••••  Accelerating domestic consumer demand
growth

annual CPI (%)
X-01 1 year 3 years

min. 3,5 2,6
average 4,4 3,6
max. 5,5 5,0

      annual CPI
Prediction for 1 Y 3 Y
Month of prediction              % %

X-00 4,6 4,0
XII-00 5,0 4,0
III-01 4,2 3,4
VI-01 4,6 3,8

VIII-01 4,7 3,5
IX-01 4,8 3,6
X-01 4,4 3,6

CPI - actual data + predictions of analysts (avg.) for 1 year 
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2. Interest rates
1W PRIBOR (%) 12M PRIBOR (%) 12M/1W spread

(%)
5Y IRS (%) CR 6,55/11 yield

X-01 1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year
min. 5,2 4,8 5,2 4,9 5,5 5,4 5,9 6,1
average 5,3 5,6 5,4 5,7 0,1 0,2 5,8 6,3 6,2 6,6
max. 5,3 6,0 5,6 6,3 6,0 7,0 6,7 7,2

The current global economic slowdown, the fears of recession, the wave of interest rate
reductions around the world and the strong decline in both consumer price inflation and net inflation in
September are the main factors underlying the moderation of inflation expectations. The change in
sentiment has been reflected in a change in expectations regarding the CNB’s monetary policy
settings. Interest rate stability, or a modest increase not earlier than around the middle of the next
year, is expected. Some analysts predict that the CNB might leave interest rates at the current level
until the end of the next year, or might even lower them. The market is aware of the central bank’s
warning of domestic inflationary pressures but is not attaching great importance to it.

In October, to an even greater extent than in September, the analysts corrected their expected
level of short-term and, in particular, long-term interest rates. The predicted 1W PRIBOR at the one-
month horizon fell by 0.1%. However, a more marked decrease (of 0.4%–0.6%) is visible at maturities
of 12M and longer. The predictions of short-term and long-term interest rates at the one-month horizon
are at the current level or slightly higher. Associated with this is a 0.3% decrease in the expected slope
of the PRIBOR curve to 0.1%.

At the one-year horizon, the October predictions were 0.3%–0.5% lower than those in
September, the biggest decline being at 12M maturity, associated with the aforementioned change in
expectations. The October measurement indicates expectations of a 0.25% rise in the CNB repo rate
during the course of the next 12 months on the part of the domestic analysts. The average estimate for
the 1W rate in the group of foreign analysts remains at the current level. The prediction for 12M
maturity is the same for both groups. The foreign analysts are also more optimistic in their estimates of
the long-term interest rate level and the yield on the 10Y government bond.

1W PRIBOR 12M PRIBOR 12M/1W spread 5Y IRS   CR 6,55/11 yield
Prediction for 1 M 1 Y 1 M 1 Y 1 M 1 Y 1 M 1 Y 1 M 1 Y
Month of prediction %           % %          %           %

X-00 5,3 5,9 5,7 6,5 0,4 0,6 7,0 7,5
XII-00 5,3 5,9 5,9 6,5 0,6 0,6 7,1 7,4
III-01 5,0 5,2 5,2 5,5 0,2 0,3 5,9 6,4
VI-01 5,0 5,5 5,2 5,8 0,2 0,3 6,2 6,7 6,8 7,2

VIII-01 5,4 6,0 6,1 6,3 0,7 0,4 6,9 7,1 7,1 7,3
IX-01 5,4 5,9 5,8 6,2 0,4 0,3 6,4 6,7 6,7 7,0
X-01 5,3 5,6 5,4 5,7 0,1 0,2 5,8 6,3 6,2 6,6

12M PRIBOR - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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3. Exchange rate

Following September’s deviation from the
long-term trend, the October predictions of the
koruna’s future exchange rate have returned to
expectations of a gradual appreciation of the
domestic currency. Relative to the September
measurement, the analysts predict that the koruna
will be around 30 hellers stronger at the one-month horizon and around 20 hellers stronger at the one-
year horizon. The predictions of a firm koruna are based on expectations of continuing strong inflow of
FDI. The widening trade deficit and the danger of a makeshift budget arrangement could act towards a
weakening of the koruna. The koruna’s exchange rate may also be affected by the development and
duration of the US reprisals for the terrorist attacks and by the trend in the euro-dollar rate.

The average estimate for the koruna’s exchange rate at the one-month horizon is CZK 33.78,
from the current level of around CZK 33.50/EUR. The koruna is currently attaining historical highs
owing to the privatisation of Komerční banka and České radiokomunikace.

The average prediction for the one-year horizon is CZK 34.13/EUR. Most of the analysts as
usual predict a modest weakening at the one-year horizon compared with their short-term prediction
for one month. The reason given for this is that when the conversion of the payment for the stake in
KB has been completed, the exchange rate is likely to return to around CZK 34.00/EUR. Some of the
analysts are expecting an even greater strengthening, owing to further strong inflow of FDI. The Czech
Republic’s prospective membership of the EU is also fostering the maintenance of a strong koruna.

In the October measurement, the average predictions of the exchange rate level at the one-
month horizon are virtually the same for both groups of analysts. At the one-year horizon, the average
expectations of the two groups differ by 17 hellers. The expectations of a weaker koruna by the group
of foreign analysts are due to the predictions of two of them, who estimate the koruna’s exchange rate
at CZK 35.00/EUR in October next year.

The estimates of the group of foreign analysts have a wider spread (of 30 hellers at the one-
month horizon and of 90 hellers at the one-year horizon) than those of the domestic analysts.

Prague 15 October 2001

EUR/CZK
X-01 1 month 1 year

min. 33,50 33,00
average 33,78 34,13
max. 34,00 35,00

   exchange rate
Prediction for 1

month
1 year

Month of prediction         EUR/CZK
X-00 35,60 35,93

XII-00 34,87 35,35
III-01 34,69 34,95
VI-01 34,02 34,52

VIII-01 33,93 34,05
IX-01 34,05 34,32
X-01 33,78 34,13

EUR/CZK - analysts' predictions for 1 year (avg.) and actual 
data (avg.)
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