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

min. 2,7 3,0
average 3,9 3,6
max. 4,6 4,6

Measuring financial market inflation expectations – results of the 32nd
measurement (December 2001)

The analysts’ annual CPI inflation predictions have decreased for the third consecutive month at the
one-year horizon and have increased modestly at the three-year horizon. The level of rates predicted
at the one-month horizon has been affected by the recent lowering of the CNB repo rate by 50 basis
points. The favourable inflation expectations are reflected in a further moderate decrease in the short-
term and long-term rates expected at the one-year horizon. A presumption of continuing robust FDI
inflow and market speculation on an appreciation of the koruna have led to a further considerable shift
towards appreciation in the expected exchange rate level.
1. Inflation

As justification for the decrease in their forecasts for annual
CPI inflation, the analysts cite the world economic
slowdown, the falling prices of raw materials (most notably
oil), the favourable terms of trade and the absence of
domestic inflationary pressures. Fiscal policy remains the
only pro-inflation risk. Concerns regarding excessive wage
growth have faded. According to the latest figures, labour

productivity growth is exceeding real wage growth, and the trade unions’ demands for a 7%–8%
increase in nominal wages next year is also assessed positively.
As expected, the November fall in consumer prices was caused primarily by cheaper fuels and a
modest decrease in food prices. A rise in prices of winter holidays acted in the opposite direction.
The average expectations of the CPI level for the one-year horizon were 0.1% lower than in
November, at 3.9%. The estimates at the three-year horizon returned to 3.6% in December from 3.5%
in November.
If we compare the two groups of analysts (domestic and foreign), the foreign analysts’ forecasts are,
as in November, lower at both horizons. The difference is 0.4% at the one-year horizon and 0.1% at
the three-year horizon.

The main inflation factors and risks:

•  Expansionary fiscal policy

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

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

CPI - actual data + predictions of analysts (avg.) for 1 
year 
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2. Interest rates
3. 

1W PRIBOR (%) 12M PRIBOR (%) 12M/1W spread (%) 5Y IRS (%) CR 6,55/11 yield
XII-01 1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year

min. 4,7 4,5 4,5 4,5 5,1 4,7 5,0 4,6
average 4,7 4,9 4,7 5,1 0,0 0,2 5,3 5,6 5,6 5,8
max. 4,8 5,3 4,8 5,8 5,4 6,3 5,7 6,4

The analysts believe that the reduction in inflation and the economic slowdown will allow a further
easing of monetary policy in 2002 Q1 (the CNB repo rate is expected to come down by another
0.25%). In connection with the forecast recovery of the world economy they then expect a repo rate
increase of 0.25% in 2002 H2.
The CNB’s recent repo rate cut of 0.50% – compared with a generally expected 0.25% – passed
through into the forecasts of the short-term rate level for the one-month horizon. The forecasts for
long-term maturities and the yield of the ten-year government bond at one month shifted upwards
compared with the November measurement. However, compared with the actual level on the date the
questionnaires were dispatched, the average expectations are slightly lower. As in the case of CPI
inflation, the opinions of the individual groups differ. The foreign analysts again expect short-term rate
levels about 0.1% lower than the domestic analysts. The difference is even more pronounced for long-
term rates (0.2%–0.3%). The foreign analysts expect a moderately inverse curve (with a 12M/1W
spread of -0.1%), whereas according to the domestic analysts the curve should be flat.
The situation is similar with respect to the forecasts for rates at the one-year horizon, where the
difference is even more pronounced and widens with lengthening maturity (the foreign analysts’
predictions are lower than those of the domestic analysts: by 0.1% at 1W maturity, 0.3% at 12M
maturity and 0.7% at 5Y maturity, and by 0.8% for the 10Y government bond yield; the foreign
analysts also expect a more moderate slope of the 12M/1W curve). However, there is a much wider
range of predictions for all maturities and at both time horizons within the group of foreign analysts.

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 %          %         %         %          %

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
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
XI-01 5,2 5,1 4,8 5,2 -0,3 0,2 5,2 5,7 5,3 5,9
XII-01 4,7 4,9 4,7 5,1 0,0 0,2 5,3 5,6 5,6 5,8

*/ In italics - expected yield of CR 6,40/10
Actual values of indicators on the day of deadline for forecasts

1T PRIBOR 12M PRIBOR 12M/1W spread 5R IRS CR 6,55/11 yield
7.12.2001 4,79 4,76 -0,03 5,37 5,7



12M PRIBOR - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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EUR/CZK
XII-01 1 month 1 year

min. 32,00 32,00
average 32,94 32,85
max. 33,40 34,50

   exchange rate
Prediction for 1 month 1 year
Month of prediction         EUR/CZK

XII-00 34,87 35,35
III-01 34,69 34,95
VI-01 34,02 34,52
IX-01 34,05 34,32
X-01 33,78 34,13
XI-01 33,52 33,54
XII-01 32,94 32,85

3. Exchange rate

As in November, the December measurement
saw a very marked shift towards appreciation in
the expected level of the koruna. The prediction
at the one-month horizon (CZK 32.94/EUR)
anticipates only a slight strengthening relative to
the exchange rate on the date the forecasts were dispatched (CNB fixing on 7 December: CZK
32.99/EUR). The average prediction at the one-year horizon is CZK 32.85/EUR, but this strongly
biased by one of estimates (CZK 34.50/EUR). The other analysts’ estimates vary between CZK 32.00
and CZK 33.20, the average being CZK 32.64/EUR.
Expectations of an appreciation of the koruna thus completely dominated, and neither the CNB’s
October intervention nor the larger-than-expected lowering of the CNB’s repo rate from 5.25% to
4.75% at the end of November affected this. The expectations of a continuing appreciation trend are
based on predictions of large proceeds from the privatisation of major companies (energy industry,
gas industry, Český telecom, Unipetrol) and the government’s need to convert this money into korunas
as fast as possible.

In the December measurement, the average exchange rate predictions at both time horizons differ
markedly in the individual groups. According to the average estimate of the domestic analysts, the
koruna should be moving around CZK 33.17/EUR at the start of 2002, whereas the average estimate
of the foreign analysts is CZK 32.66/EUR. At the beginning of 2003, the domestic analysts expect the
koruna’s exchange rate to be around CZK 33.01/EUR (this is biased by the CZK 34.50/EUR estimate
of one of the domestic entities), whereas the foreign analysts expect it to be around CZK 32.65/EUR.
The spread of the foreign analysts’ estimates this time only remains higher than that of the domestic
analysts for the one-month horizon (CZK 1, compared with 40 hellers for the domestic analysts). At the
one-year horizon, the spread of the foreign analysts’ estimates is just 90 hellers. In the group of
domestic analysts the spread is CZK 2.50, for the reason mentioned above.

Prague, 14 December 2001

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