
Measuring financial market inflation expectations – Results of the 57th

measurement (January 2004)

At the start of 2004 the CNB broadened this regular survey of financial market expectations to include
predictions of GDP at the end of the current year and the end of the following year. The prediction of
the 1W PRIBOR was replaced by a forecast of the 2W repo rate at the same time horizons, and the
question about the analysts’ personal views on the appropriate setting of the CNB’s 2W repo rate at
the time of the survey was dropped.

The group of analysts surveyed was also enlarged. In all, 11 domestic and three foreign analysts thus
took part in the January survey.

1. Inflation
The average of the predictions of the consumer price inflation
expected for January 2005 is 2.9%. The range of the forecasts
remains fairly wide (2.0%–3.9%).

The analysts concur that prices will jump upwards in January
this year, chiefly because of increases in excise duties and VAT.
In May the growth in prices is set to pick up further owing to a
second wave of tax changes. However, inflation will also rise

because of changes to regulated prices (gas, electricity and rents). Moreover, food prices – which had
a dominant effect on inflation at the end of last year – will also remain one of the important inflation
factors in the domestic economy. Growth of oil prices on world markets remains a risk, although its
impact on inflation should be reduced by the evolution of the koruna’s exchange rate against the
dollar. According to the respondents, the key factor for the CNB’s decisions on interest rates will be
whether the one-off rise in prices caused by the tax changes will spill over into the economy as a
whole. The analysts do not expect any major increase in demand pressures. Consumer demand is
expected to ease this year, and the strong competitive pressures and the forecast gradual
appreciation of the koruna will also act positively.

The analysts expect inflation to calm in 2005 as the tax adjustments disappear from the statistical
bases. In the longer run the role of households’ purchasing power and the effect of accession to the
EU are expected to strengthen. At the three-year horizon the inflation predictions remain fairly stable,
the analysts’ average estimate being 2.9%.

annual CPI (%)
I-04 1 year 3 years

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

annual CPI
Prediction for 1 Y 3 Y
Month of
prediction

%

I-03 2,5 2,7
III-03 2,5 2,9
VI-03 3,2 2,7
IX-03 3,1 2,7
XI-03 3,1 2,7
XII-03 3,3 2,8
I-04 2,9 2,9

CPI - actual data + predictions of analysts (avg.) for 1 year 
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2. Gross domestic product

The GDP figures for 2003 Q3 are viewed by the analysts as confirmation of the fact that the Czech
economy is in a recovery phase. The analysts foresee a further moderate acceleration of this recovery
for 2004. Last year the economic growth was driven primarily by buoyant consumption, whereas this
year the analysts expect a change in the GDP structure. The strong consumer demand should slacken
markedly owing to slower growth of households’ real incomes. However, the recovery of the world
economy will probably bring with it a further rise in investment activity, and a positive contribution from
net exports can also gradually be counted on. Economic growth should thus exceed the 3% level this
year (average of the predictions for 2004: 3.2%) and pick up even further next year (average of the
predictions for 2005: 3.6%).

3. Interest rates

The results of the January survey confirm the analysts’ expectations that the CNB will gradually tighten
monetary policy this year. The arguments for a rate increase include the faster-than-expected pick-up
in economic activity and the rise in headline inflation. Another argument is the koruna’s return from its
overshooting in 2002, which is easing the exchange rate component of the monetary conditions. Also
mentioned is the fact that accession to the EU and the changes to administered prices in the early
months of this year will bring about an increase in households’ inflation expectations.

The analysts regard the room for an increase in the ECB’s rates as limited, owing to the fragility of the
European economic recovery. The largest change in the outlook for interest rates is – according to
some of the respondents – the chance of the ECB reducing its rates given a further appreciation of the
euro, a subsequent slowdown in GDP growth and an improvement in the prospects for inflation in the
EMU. The change in the outlook for the ECB’s rates will also have a partial effect on koruna rates.
Although some of the analysts feel there is a possibility of a modest rate increase by the CNB as early
as in Q2, the majority of them are inclined towards a later date, specifically July. The majority view is
that the 2W repo rate will be 2.5% come the end of 2004.

The outlook for Czech bonds and long-term interest rates will be determined primarily by
developments on European markets and the prospects for the Czech economy. Other important
factors may include information on the reform of public finances, the evolution of the euro’s exchange
rate against the dollar, and the course of the recovery in the EMU.

At the one-month horizon the average predictions for short-term rates are as usual very close to their
current values. The prediction for the 5Y IRS and the ten-year bond yield is around 10 basis points
above the current level. The majority view is that the current fall in bond yields in the euro area is a
transitory phenomenon and that an upward tendency in yields on the bond markets will soon re-
emerge.

The prediction at the one-year horizon is 10–20 basis points lower than in the last survey.
Nevertheless, all the analysts expect rates and the ten-year bond yield to rise – on average by around
60–70 basis points from their present levels.

GDP growth at the end of
Prediction for this year next year
Month of prediction %

I-04 3,2 3,6

GDP growth at the end of
I-04 this year next year

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

2W repo rate (%) 12M PRIBOR (%) 5Y IRS (%) CR 3,70/13 yield
I-04 1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year

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



4. The exchange rate

The analysts expect the koruna’s exchange rate to be within the range of CZK 32.00–32.55/EUR at
the one-month horizon, the average expectation being CZK 32.34/EUR. The analysts put the current
depreciation of the koruna down to speculation by investors on an appreciation of the Slovak koruna,
this being funded from Czech korunas, and to the euro’s appreciation against the dollar.

2W repo rate 12M PRIBOR 5Y IRS CR 3,70/13 yield
Prediction for 1 M 1 Y 1 M 1 Y 1 M 1 Y 1 M 1 Y
Month of prediction % % % %

I-03 2,7 2,9 2,6 3,1 3,7 4,1 4,2 4,6
III-03 2,4 2,7 2,3 2,9 3,0 3,8 3,6 4,3
VI-03 2,4 2,6 2,2 2,8 2,9 3,5 3,5 4,1
IX-03 2,0 2,3 2,1 2,6 3,6 3,8 4,3 4,4
XI-03 2,0 2,3 2,2 2,7 3,9 4,1 4,8 4,8
XII-03 2,1 2,5 2,3 3,1 4,0 4,5 5,0 5,4
I-04 2,0 2,5 2,3 3,0 3,8 4,3 4,7 5,2

 /* expected level of 1W PRIBOR */ CR 6,55/11 yield

Actual values of indicators on the day of deadline for forecasts
2W repo rate 12M PRIBOR 5R IRS CR 3,70/13 yield

12.1.2004 2,00 2,31 3,70 4,61

12M PRIBOR - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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EUR/CZK
I-04 1 month 1 year

min. 32,00 30,40
average 32,34 31,37
max. 32,55 33,00

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

I-03 31,57 30,28
III-03 31,74 30,70
VI-03 31,39 30,92
IX-03 32,70 31,27
XI-03 31,75 31,16
XII-03 31,79 30,94
I-04 32,34 31,37

Exchange rate - fixing on the day of deadline for forecasts
12.1.2004 32,575



The analysts expect the koruna to return gradually to the level of CZK 32.0/EUR. The risks to this
scenario include any further marked appreciation of the euro against the dollar and a greater volume
of investment from Czech korunas into other regional currencies. As regards macroeconomic data, the
market will focus primarily on the balance of trade and current account figures.

In the medium term most of the analysts expect a moderate appreciation of the koruna, driven chiefly
by inflow of foreign direct investment. The world economic recovery should lead to an increase in
accession-related investment activity in Central and Eastern Europe countries by foreign investors.
More major Czech companies should also progressively be privatised. The main factor expected to
counteract the koruna’s long-term appreciation trend is repatriation of earnings by foreign owners of
domestic companies. The appreciation trend could also be slowed by a further appreciation of the euro
against the dollar and by developments in the region.

The average estimate for the exchange rate of the domestic currency at the one-year horizon is CZK
30.37 EUR (range of the estimates: CZK 30.40–33.00 EUR). Just one analyst expects a depreciation
of the koruna at this horizon, while one respondent foresees a stagnation of the current koruna-euro
rate

Prague, 19 January 2004

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